
APPENDIX A-2 

IMPROVEMENT AREA NO. 2 
RATE AND METHOD OF APPORTIONMENT OF SPECIAL TAXES 

A Special Tax as hereinafter defined shall be levied on all Assessor's Parcels in Improvement Area 
No. 2 of Community Facilities Dislricl No. 3 ("IA No. 2") and collected each Fiscal Year commencing in 
Fiscal Year 2002-2003, in an amouni detennined by the Council through the application of the appropriate 
Special Tax for "Developed Property," "Other Taxable Property," and "Undeveloped Property" as described 
below. All of the real property in IA No. 2, unless exempted by law or by the provisions hereof, shall be taxed 
for the purposes, lo the extent and in the manner herein provided. 

A. DEFINITIONS 

This Rate and Meihod of Apportionmenl employs terms defined below and tenns defined in the Rate 
and Meihod of Apportionment for Improvemenl Area No. 1. When necessary, tenns defined in the latter shall 
be distinguished from terms defined in the former by including the words "IA No. 1" prior to the defined tenn. 
The tenns hereinafter set forth have the following meanings: 

"Acre or Acreage" means the land area of an Assessor's Parcel as shown on an Assessors Parcel 
Map, or ifthe land area is not shown on an Assessor's Parcel Map. the land area shown on the applicable final 
map, parcel map, condominium plan, or olher recorded Counly parcel map. The square footage of an 
Assessor's Parcel is equal to the Acreage multiplied by 43,560. 

"Act" means the Mello-Roos Community Facilities A d of 1982, as amended, being Chapter 2.5, 
Division 2 of Title 5 ofthe California Govemmenl Code. 

"Administrative Expenses" means the following adual or reasonably estimaled costs directly related 
lo the administraiion of CFD No. 3: the costs of computing the Special Taxes and IA No. I Special Taxes; the 
costs of preparing the annual Special Tax and IA No. 1 Special Tax collection schedules (whether by the City 
or designee thereof or both); ihe cosls of collecling the Special Taxes and IA No. 1 Special Taxes (whether by 
the City, the Counly or otherwise); the costs of remitting the Special Taxes and IA No. 1 Special Taxes lo ihe 
Truslee; ihe costs ofthe Tmslee (including its legal counsel) in the discharge of ihe duties required of il under 
the Indenture; the costs lo the Cily, CFD No. 3 or any designee thereof of complying with arbitrage rebate 
requirements: the costs to the City, CFD No. 3 or any designee thereof of complying with disclosure 
requirements of the Cily, CFD No. 3 or obligated persons associated with applicable federal and stale 
securiiies laws and the Act; the cosls associated wiih preparing Special Tax and/or IA No. 1 Special Tax 
disclosure statements and responding to public inquiries regarding the Special Taxes and/or IA No. 1 Special 
Taxes; the costs of the Cily, of CFD No. 3 or any designee thereof related to an appeal of the Special Tax 
and/or the IA No. I Special Tax; the costs associated with the release of funds from an escrow account; and the 
City's annual administraiion fees and third party expenses. Administrative Expenses shal! also include 
amounts estimated or advanced by the City or CFD No. 3 for any other administrative purposes of CFD No. 3, 
including attorney's fees and olher costs related to commencing and pursuing to completion any foreclosure of 
delinquent Special Taxes and/or IA No. 1 Special Taxes. 

"Agency" means the Redevelopment Agency ofthe City. 

"Agency Certificate of Completion" shall have the meaning set forth in the Disposition and 
Development Agreement. 

"Assessor's Parcel" means a lot or parcel shown in an Assessor's Parcel Map with an assigned 
Assessor's parcel number. 
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"Assessor's Parcel Map" means an official map ofthe Assessor of the Counly designating parcels by 
Assessor's Parcel number. 

"Assigned Special Tax" means the Special Tax for each Land Use Class of Developed Property, as 
detennined in accordance with Section C below. 

"Backup Special Tax" means ihe Special Tax applicable io each Assessor's Parcel of Developed 
Property, as detennined in accordance with Section C below. 

"CFD Administrator" means an official ofthe City, or designee thereof, responsible for detennining 
the Special Tax Requirement and for levying and collecting the Special Taxes. 

"CFD No. 3" means Community Facilities Distrid No. 3 ofthe City. 

"CFD No. 3 Bonds" means any bonds or other debt (as defined in Seciion 53317(d) of ihe Acl), 
whether in one or more series, issued by CFD No. 3 under the Act. 

"City" means the City of San Diego. 

"City/Agency Property" means any Assessor's Parcel or other property wilhin the boundaries of IA 
No. 2 thai is owned by the Cily or the Agency, provided however thai so long as any such Assessor's Parcel is 
conveyed ihrough a leasehold interest to an entity other lhan the Cily or the Agency such Assessor's Parcel 
shall not be considered City/Agency Property, bul during the duration of the leasehold inlerest shall be 
classified and laxed according lo its development status and land use. In the event that an Assessor's Parcel 
that was conveyed in fee lo an enlity other than the City or the Agency includes an existing residential or non
residential building or a Planned Building, and is subsequently acquired by the City or the Agency pursuant to 
Sedion 9.10 of ihe Disposition and Deveiopmeni Agreement or otherwise, that Assessor's Parcel shall nol be 
considered City/Agency Property, but shall remain subjed to the Special Tax obligation and shall be classified 
and taxed according (o its deveiopmeni status and land use. 

"City Clerk" means the city clerk ofthe City. 

"City Manager" means Ihe cily manager of ihe Cily. 

"Council" means the City Council ofthe City, acting as the legislative body of CFD No. 3. 

"County" means the Counly of San Diego. 

"Developed Property" means for each Fiscal Year, all Taxable Property, exclusive of Olher Taxable 
Properly, which (a) was within a Final Map that was recorded prior lo January 1 ofthe previous Fiscal Year, 
and either (bl) for which a building pennit for new conslmction was issued after March 1, 2001 but prior lo 
March 1 ofthe previous Fiscal Year or (b2) for which an Agency Certificate of Completion was executed prior 
lo March 1 of the previous Fiscal Year. 

"Disposition and Development Agreement" means the Disposition and Development Agreement 
between the Agency and the Master Developer lhal was approved by the Council and Agency on June 26, 
2000, as il may be modified or supplemented from lime to lime. 

"Final Map" means (i) a final map, lol Hne adjustment, or parcel map, or portion thereof, approved 
by the Cily pursuani io the Subdivision Map Act (Caiifomia Govemmenl Code Seciion 66410 et seq.) and 
recorded wilh the County Recorder that creates individual lots for which building penniis may be issued, or 
(ii) for condominiums, a final map, or portion thereof, approved by the Cily and a condominium plan recorded 
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pursuant to Caiifomia Civil Code Section 1352 that creates individual lots for which building pennits may be 
issued. 

The lerm "Final Map" shall not include any Assessor's Parcel Map or subdivision map or portion 
ihereof, lhal does nol create individual lots for which a building permil may be issued, including Assessors 
Parcels lhal are designated as remainder parcels. 

"Fiscal Year" means the period starting July 1 and ending on the following June 30. 

"Floor Area" means for Non-Residential Property, the tolal of the gross area of the floor surfaces 
wilhin the exterior wall ofllie building, not including space devoted to stairwells, basemenl storage, required 
corridors, public restrooms, elevator shafts, light courts, vehicle parking and areas incident thereto, mechanical 
equipment incidental lo Ihe operalion of such building, and covered public pedestrian circulation areas, 
including atriums, lobbies, plazas, palios, decks, arcades and similar areas, excepi such public circulation areas 
or portions thereof lhat are used solely for commercial purposes. For Residenlial Property, Floor Area means 
all of the square foolage of living area within the perimeter of a residential slruclure, not including any carport, 
walkway, garage, overhang, patio, enclosed patio, or similar area. 

The amouni of Floor Area shall be detennined by reference to the building pennit(s) issued by the 
Cily or Agency Certificate of Coinpleiion(s), as applicable, issued for each building, or if square footage is nol 
available from those sources, as otherwise detennined by the CFD Administrator. 

"Free Standing Parking Property" means any Assessor's Parcel wilhin IA No. 2 lhal is not Public 
Property and for which a building pennit has been issued for the constmction of, or on which is locaied, a 
garage, parking lot or parking slruclure, provided however thai any such Assessor's parcel lhat includes an 
existing residential or non-residential building or a Planned Building shall nol be considered Free Standing 
Parking Property, but shall be classified and taxed according to its development status and land use. 

"Golf Course Property" means any Assessor's Parcel wilhin Zone 1 lhal is used for golf course 
purposes, including fairways, greens and driving ranges. Any Developed Property (other lhan buildings used 
solely for restrooms, storage, or mainienance) located on such Assessor's Parcel shall not be considered Golf 
Course Property, but shall be taxed and classified in accordance with its Land Use Class. 

"Hotel Property" means all Developed Property wilhin Zone 3 for which a building pennit or an 
Agency Certificale of Completion has been issued for building a non-residential stmcture lhat conslilutes a 
place of lodging thai is intended lo provide sleeping accommodations and related facilities for travelers. 

"Indenture" means the indenlure,-fiscal agent agreement, resolulion or other instmment pursuant to 
which CFD No. 3 Bonds are issued, as modified, amended and/or supplemented from time lo lime, and any 
instrument replacing or supplementing the same. 

"Improvement Area No. 1" or "IA No. 1" means Improvemenl Area No. 1 of CFD No. 3, as 
identified on the boundary map for CFD No. 3. 

"Improvement Area No.2" or "IA No.2" means Improvemenl Area No.2 of CFD No.3 , as 
identified on the boundary map for CFD No. 3. 

"Land Use Class" means any of the classes listed in Tables 1 ihrough 3. 

"Master Developer" means McMillin-NTC, LLC and/or any assignee(s) or successor(s) serving as 
the master developer of infrastmcture within CFD No. 3. 
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"Maximum Special Tax" means ihe maximum Special Tax, delennined in accordance wilh 
Seciion C below, that can be levied in any Fiscal Year on any Assessor's Parcel. 

"Non-Residential Property" means all Developed Property for which a building pennit(s) or Agency 
Certificale of Completion was issued for, a non-residential use, excluding Hotel Properly. 

"Outstanding Bonds" means all CFD No. 3 Bonds which are deemed lo be outstanding under the 
Indenlure. 

"Other Public Property'" means any Assessor's Parcel wilhin the boundaries of IA No. 2 thai is 
owned in fee or ihrough a leasehold interesl by any agency of the federal govemmenl, the Slate, the Coumy, or 
any olher public agency excepi the Cily or the Agency, provided however that any such Assessor's Parcel that 
includes an existing residential or non-residential building or a Planned Building shall not be considered Other 
Public Property, but shall be classified and laxed according to its development status and land use. 

"Other Taxable Property" means Taxable City/Agency Properly, Taxable Free Standing Parking 
Property, Taxable Golf Course Property, Taxable Property Owner Association Property, and Taxable Other 
Public Property. 

"Planned Building" means with respect to an Assessor's Parcel that the Precise Plan contemplates 
the rehabilitation or constmclion of a residenlial or non-residential building wilhin all or a portion of such 
Assessor's Parcel, as delermined by ihe CFD Adminislralor. 

"Precise Plan" means ihe NTC Precise Plan daled October 3, 2000, approved by the Agency and the 
City, as it maybe amended or superseded. 

"Property Owner Association Property" means any property wilhin Ihe boundaries of IA No. 2 
owned in fee or by easement or irrevocably offered for dedication to a property owner associalion, including 
any master or sub-association. However, notwithstanding the above, any ofsuch property which conslilutes 
the "pad-area" locaied directly under a residenlial or occupied non-residential building shall not be considered 
Propeny Owner Associalion Property. 

"Proportionately" or "Proportionate" means, (i) for Developed Property, that the ralio of ihe adual 
Special Tax levy to the Assigned Special Tax is equal for all Assessor's Parcels of Developed Property and for 
IA No. I Developed Property that the ratio ofthe actual IA No. 1 Special Tax levy to the IA No. i Assigned 
Special Tax is equal for all Assessor's Parcels of IA No. 1 Developed Property; (ii) for Undeveloped Property, 
thai the ratio of the aclual Special Tax levy per Acre to (he Maximum Special Tax per Acre is equal for all 
Assessor's Parcels of Undeveloped Property and ihe ralio ofthe actual IA No. 1 Special Tax per Acre io the IA 
No. I Maximum Special Tax per Acre is equal for all Assessor's Parcels of IA No. 1 Undeveloped Property; 
and (iii) for Other Taxable Properly that the ratio of the adual Special Tax levy per Acre to the Maximum 
Special Tax per Acre is equal for all Assessor's Parcels of Other Taxable Property and for IA No. 1 Olher 
Taxable Property that the ralio of the aclual IA No. 1 Special Tax levy per Acre to the IA No. 1 Maximum 
Special Tax per Acre is equal for all Assessor's Parcels of IA No. I Olher Taxable Property. Where Ihis RMA 
requires pursuani Io the fourth and fifth steps in Seciion D.l, the second, third and fourth steps in Section D.2, 
and/or Sedion D.3, lhal the levy of Special Taxes and IA No. 1 Special Taxes be "Proportionate" for a 
caiegor>' of property described in (i), (ii) or (iii) above, then the foregoing raiios shall be equal as between IA 
No. 1 and IA No. 2 for such categoiy. 

"Purchase and Finance Agreement" means the Purchase and Finance Agreement for CFD No. 3 
thai was approved by the Council on May 7, 2002, as ii may be modified or supplemented from lime to lime. 

"Residential Property" means all Developed Property for which a building pennit or Agency 
Certificate of Completion was issued for one or more residential dwelling units. 
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"RMA" means Rale and Meihod of Apportionmenl. 

"Special Tax" means the special tax to be levied in each Fiscal Year on each Assessor's Parcel of 
Developed Property, Other Taxable Properly, and Undeveloped Property to fund the Special Tax Requirement. 

"Special Tax Requirement" means that ainount required in any Fiscal Year to; (i) pay debt service 
due in the calendar year which commences in such Fiscal Year on all Outstanding Bonds; (ii) pay periodic 
costs on the CFD No. 3 Bonds, including but not limiled lo, credil enhancement and rebate payments on the 
CFD No. 3 Bonds; (iii) pay Administrative Expenses; (iv) pay any amounts required to establish or replenish 
any reserve funds for all Outstanding Bonds; (v) accumulale funds to pay directly for acquisition or 
constmclion of facilities identified on Exhibit A to the Purchase and Finance Agreemenl to ihe extent that the 
inclusion of such amount does not increase the Special Tax levy on Undeveloped Property or Ihe IA No. 1 
Special Tax levy on Undeveloped Property; and (vi) pay for reasonably anticipated delinquent Special Taxes 
and IA No. 1 Special Taxes based on Ihe delinquency rate for Special Taxes and IA No. 1 Special Taxes levied 
in ihe previous Fiscal Year; less (vii) a credit for funds available lo reduce the annual Special Tax levy and IA 
No. 1 Special Tax levy, as detennined by the CFD Administrator pursuani to the Indenlure. The Special Tax 
Requirement represents the total amouni to be levied in any Fiscal Year wilhin IA No. 1 and IA No. 2. 

"State" means the Stale of California. 

"Taxable City/Agency Property'" means aii Assessor's Parcels of City/Agency Property lhal are nol 
exempt pursuant to Seciion E below. 

"Taxable Other Public Property" means all Assessor's Parcels of Olher Public Property that are nol 
exempt pursuani to Seciion E below. 

"Taxable Property" means all of the Assessor's Parcels wilhin the boundaries of IA No. 2 which 
(i) have been conveyed in fee ownership or leasehold interesl from the City and/or the Agency io an entity 
olher than the City or the Agency, or thai were so conveyed in fee ownership by the City and/or the Agency 
and were subsequently reacquired by the Cily and/or the Agency, and (ii) are nol exempt from the Special Tax 
pursuani to law or Section E below. 

"Taxable Free Standing Parking Property" means all Assessor's Parcels of Free Standing Parking 
Property thai are nol exempt pursuant to Section E below. 

"Taxable Golf Course Property" means all Assessor's Parcels of Golf Course Property that are nol 
exempt pursuani lo Seciion E below. 

"Taxable Property Owner Association Property" means all Assessor's Parcels of Property Owner 
Associalion Property that are noi exempt pursuant to Seciion E below. 

"Trustee" means the tmstee or fiscal agent under the Indenture. 

"Undeveloped Property" means, for each Fiscal Year, all Taxable Property not classified as 
Developed Propeny or Other Taxable Property. 

"Zone" means Zone 1, Zone 2, or Zone 3, as applicable. 

"Zone 1" means all property wilhin Zone I (Exisling Non-Residenlial), as identified on the 
Zone Map. 

"Zone 2" means alt property wilhin Zone 2 (Fulure Non-Residential), as identified on the Zone Map. 

A-2-5 
DOCSOC/l 247358v 14/022177-0104 



"Zone 3" means all property within Zone 3 (Hotel), as identified on the Zone Map. 

"Zone Map" means Attachment A to this RMA. 

B. ASSIGNMENT TQ LAND USE CATEGORIES 

Each Fiscal Year, each Assessor's Parcel of Taxable Properly wilhin IA No. 2 shall be assigned to a 
Zone and further classified as Developed Property, Olher Taxable Property, or Undeveloped Propeny, and 
shall be subject lo Special Taxes in accordance wilh the rate and method of apportionmenl delennined 
pursuani to Sections C and D below. Residential Propeny shall be assigned to Land Use Class 1. Non-
Residenlial Property shall be assigned to Land Use Class 2. Hotel Property shall be assigned lo Land Use 
Class 3. 

C. MAXIMUM SPECIAL TAX RATE 

1. Developed Property 

a. Maximum Special Tax 

The Maximum Special Tax for each Assessor's Parcel classified as Developed 
Property shall be the grealer of (i) the amount derived by application ofthe Assigned Special 
Tax or (ii) the amouni derived by application ofthe Backup Special Tax. 

b. Assigned Special Tax 

i. The Assigned Special Tax for each Land Use Class in Zone 1 is shown 
below in Table 1: 

TABLE 1 

Assigned Special Taxes for Developed Property 
Zone 1 

Land Use 
Class Land Use Assigned Special Tax 

1 Residential Property $792.63 per dwelling unil, plus 
$1.2385 per square foot of Floor Area 

2 Non-Residentia! Property $0.4550 per square foot of Floor Area 

ii. The Assigned Special Tax for each Land Use Class in Zone 2 is shown 
below in Table 2: 
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TABLE 2 

Assigned Special Taxes for Developed Property 
Zone 2 

Land Use 
Class Land Use Assigned Special Tax 

1 Residenlial Property $792.63 per dwelling unil, plus 
$1.2385 per square foot of Floor Area 

2 Non-Residential Property $1.1026 per square foot of Floor Area 

iii. The Assigned Special Tax for each Land Use Class in Zone 3 is shown 
below in Table 3: 

TABLE 3 

Assigned Special Taxes for Developed Property 
Zone 3 

Land Use 
Class Land Use Assigned Special Tax 

1 Residenlial Property S792.63 per dwelling unil, plus $1.2385 per 
square foot of Floor Area 

2 Non-Residential Property $0.4550 per square fool of Floor Area 
3 Hotel Property $253.51 per room 

c. Backup Special Tax 

i. Zone 1 

The Backup Special Tax for an Assessor's Parcel of Developed Property 
wilhin Zone 1 shall equal $14,882 per Acre. 

ii Zone 2 

The Backup Special Tax for an Assessor's Parcel of Developed Propertv 
within Zone 2 shall equal $53,053 per Acre. 

iii. Zone 3 

The Backup Special Tax for an Assessor's Parcel of Developed Property 
within Zone 3 shall equal $9,592 per Acre. 

d. Multiple Land Use Classes 

In some instances an Assessor's Parcel of Developed Property may conlain more 
lhan one Land Use Class. The Assigned Special Tax levied on an Assessor's Parcel shall be 
the sum ofthe Assigned Special Taxes for all Land Use Classes locaied on that Assessor's 
Parcel. The Maximum Special Tax that can be levied on an Assessor's Parcel shall be the 
sum of the Maximum Special Taxes thai can be levied for all Land Use Classes locaied on 
lhal Assessor's Parcel. For an Assessor's Parcel that contains bolh Residenlial Property and 
Non-Residential Properly, the Acreage ofsuch Assessor's Parcel shall be allocated lo each 
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type of propeny based on the amount of Acreage designated for each Land Use Class as 
determined by reference to ihe sile plan approved for such Assessor's Parcel. The CFD 
Administrators allocation lo each iype of properly shall be final. 

2. Other Taxable Property and Undeveloped Property 

a. Zone 1 

The Maximum Special Tax for Other Taxable Property and Undeveloped Property 
wilhin Zone 1 shall be $14,882 per Acre. 

b. Zone 2 

The Maximum Special Tax for Olher Taxable Property and Undeveloped Properly 
wilhin Zone 2 shall be $53,053 per Acre. 

c. Zone 3 

The Maximum Special Tax for Other Taxable Property and Undeveloped Property 
within Zone 3 shall be $9,592 per Acre. 

D. METHOD OF APPORTIONMENT OF THE SPECIAL TAX 

For each Fiscal Year the Council shall detennine the Special Tax Requirement and levy the Special 
Tax, taking into consideration the levy ofthe IA No. 1 Special Tax, until the amouni of Special Taxes and IA 
No. I Special Taxes equals the Special Tax Requirement. The Special Tax shall be levied each Fiscal Year as 
follows. The steps indicated in Seciion D.l shall be applied in each Fiscal Year prior lo and including the 
Fiscal Year in which a second series of CFD No. 3 Bonds is sold to finance facilities identified on Exhibit A lo 
the Purchase and Finance Agreement. The steps indicated in Seciion D.2 shall be applied in the firsl Fiscal 
Year after the issuance ofsuch second series of CFD No. 3 Bonds, and each Fiscal Year thereafter. A series of 
CFD No. 3 Bonds that is issued solely io refund a prior series of CFD No. 3 Bonds shall not be considered a 
second series of CFD No. 3 Bonds for purposes of Ihis section. 

1. Prior to the Issuance of the Second Series of CFD No. 3 Bonds 

Firsl: The Special Tax shall be levied on each Assessors Parcel of Developed Property in an 
amouni equal to 100% ofthe applicable Assigned Special Tax; and the Council shall be notified that 
under the tenns ofthe IA No. 1 RMA, the IA No. 1 Special Tax shall be levied on each Assessor's 
Parcel of IA No. 1 Developed Property in an amount equal lo 100% of the applicable IA No. 1 
Assigned Special Tax; 

Second: If additional monies are needed to satisfy the Special Tax Requirement after the first 
siep has been completed, the Council shall be notified thai under the tenns of the IA No. 1 RMA. ihe 
IA No. 1 Special Tax shall be levied Proportionately on each Assessor's Parcel of IA No. 1 
Undeveloped Property ai up lo 100% of ihe IA No. 1 Maximum Special Tax for Undeveloped 
Property; 

Third: If additional monies are needed to satisfy the Special Tax Requirement after ihe firsl 
two steps have been completed, the Special Tax shall be levied Proportionately on each Assessor's 
Parcel of Undeveloped Property al up lo 100% of the Maximum Special Tax for Undeveloped 
Property; 
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Fourth: If additional monies are needed lo satisfy the Special Tax Requirement after the first 
three steps have been completed, then the levy of the Special Tax on each Assessors Parcel of 
Developed Property whose Maximum Special Tax is delennined through (he application of the 
Backup Special Tax shall be increased in equal percentages from the Assigned Special Tax up to the 
Maximum Special Tax for each such Assessor's Parcel; and the Council shall be notified that under 
the tenns ofthe IA No. 1 RMA, the levy ofthe IA No. 1 Special Tax on each Assessor's Parcel of IA 
No. 1 Developed Property whose IA No. I Maximum Special Tax is detennined ihrough the 
application ofthe IA No. 1 Backup Special Tax shall be increased in equal percenlages from ihe IA 
No. 1 Assigned Special Tax up to the IA No. 1 Maximum Special Tax for each such Assessor's 
Parcel, wilh the levy on Developed Property and IA No. 1 Developed Property being Proportionate; 

Fifth: If additional monies are needed to satisfy the Special Tax Requirement after the first 
four steps have been completed, then the Special Tax shall be levied on each Assessor's Parcel of 
Olher Taxable Property al up to the Maximum Special Tax for Other Taxable Propeny; and the 
Council shall be notified lhat under the tenns of the IA No. 1 RMA, the IA No. 1 Special Tax shall be 
levied on each Assessor's Parcel of IA No. 1 Other Taxable Property at up lo the IA No. 1 Maximum 
Special Tax for Other Taxable Property, with the levy on Other Taxable Property and IA No. 1 Olher 
Taxable Property being Proportionate. 

2. After the Issuance ofthe Second Series of CFD No. 3 Bonds 

Firsl: The Special Tax shall be levied on each Assessor's Parcel of Developed Property in an 
ainount equal Io 100% ofthe applicable Assigned Special Tax; and the Council shall be notified that 
under the tenns of the IA No. 1 RMA, the IA No. 1 Special Tax shall be levied on each Assessor's 
Parcel of IA No. 1 Developed Property in an ainount equal to 100% of the applicable IA No. 1 
Assigned Special Tax; 

Second: If additional monies are needed to satisfy the Special Tax Requirement after the first 
step has been completed, the Special Tax shall be levied on each Assessors Parcel of Undeveloped 
Property al up lo 100% ofthe Maximum Special Tax for Undeveloped Property; and the Council shall 
be notified lhat under the tenns of the IA No. 1 RMA, the IA No. 1 Special Tax shall be levied on 
each Assessors Parcel of IA No. 1 Undeveloped Property at up to 100% of the IA No. 1 Maximum 
Special Tax for Undeveloped Propeny, wilh the levy on Undeveloped Property and IA No. 1 
Undeveloped Property being Proportionate; 

Third: If additional monies are needed lo satisfy the Special Tax Requirement after ihe firsl 
two steps have been completed, then the levy of the Special Tax on each Assessor's Parcel of 
Developed Property whose Maximum Special Tax is detennined through the applicaiion of the 
Backup Special Tax shall be increased in equal percentages from the Assigned Special Tax up to the 
Maximum Special Tax for each such Assessor's Parcel; and the Council shall be notified lhat under 
the tenns ofthe IA No. 1 RMA, Ihe levy ofthe IA No. 1 Special Tax on each Assessor's Parcel of IA 
No. 1 Developed Properly whose IA No. 1 Maximum Special Tax is detennined through the 
application of the IA No. 1 Backup Special Tax shall be increased in equal percenlages from the IA 
No. I Assigned Special Tax up lo the IA No. 1 Maximum Special Tax for each such Assessor's 
Parcel, with the levy on Developed Property and IA No. 1 Developed Property being Proportionate; 

Fourth: If additional monies are needed lo satisfy the Special Tax Requirement after the firsl 
three steps have been completed, then the Special Tax shall be levied on each Assessor's Parcel of 
Other Taxable Property at up to the Maximum Special Tax for Other Taxable Properly; and the 
Council shall be notified thai under the tenns ofthe IA No. 1 RMA, the IA No. 1 Special Tax shall be 
levied on each Assessor's Parcel of IA No. 1 Other Taxable Property at up to ihe IA No. 1 Maximum 
Special Tax for Other Taxable Property, wilh the levy on Other Taxable Property and IA No. 1 Other 
Taxable Property being Proportionate. 
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3. Additional Levy Guidelines 

Notwithstanding the above the Council may, in any Fiscal Year, levy Proportionately less lhan 100% 
of the Assigned Special Tax in step one of Section D.l or D.2 (above) and the IA No. I Assigned Special Tax 
in step one of Section D. I or D.2 (of the IA No. I RMA), when (i) the Council is no longer required to levy a 
Special Tax pursuani to step Iwo in Seciion D.2 (above) and ihe Council is no longer required to levy an IA 
No. 1 Special Tax pursuani to step iwo in Seciion D, 1 or D.2 of the IA No. 1 RMA in order to meet the Special 
Tax Requirement; (ii) all authorized CFD No. 3 Bonds have already been issued or the Council has covenanted 
that il will nol issue any additional CFD No. 3 Bonds (except refunding bonds) to be supported by Special 
Taxes and IA No. 1 Special Taxes; and (iii) all facilities idenlified on Exhibit A to the Purchase and Finance 
Agreement have been acquired. 

Further notwithstanding (he above, under no circumstances will the Special Tax levied againsl any 
Assessor's Parcel of Residenlial Properly for which an occupancy permil for private residential use has been 
issued be increased by more than ten percent as a consequence of delinquency or default by the owner of any 
olher Assessors Parcel within CFD No. 3. 

E. EXEMPTIONS 

No Special Tax shall be levied on property that is not locaied in a Zone. No Special Tax shall be 
levied on up to 122.36 Acres of City/Agency Property, Free Standing Parking Property, Other Public Property, 
and/or Property Owner Associalion Property thai is within a Zone and up to 18.04 Acres of Golf Course 
Property that is within a Zone. However, the Acreage of any City/Agency Property thai has never been 
conveyed in fee ownership or leasehold interesl from ihe Cily and/or the Agency to an enlity other lhan the 
Cily or the Agency shall not be included in the 122.36 Acres, and such property shall be considered exempt. 
For all other properly thai is wilhin a Zone, tax-exempt status will be assigned by the CFD Administrator in 
chronological order in which property becomes City/Agency Property, Free Standing Parking Properly, Other 
Public Property, Property Owner Associalion Property, or Golf Course Property. However, should an 
Assessor's Parcel lhal is wilhin a Zone no longer be classified as City/Agency Properly, Free Standing Parking 
Property, Olher Public Property, Property Owner Associalion Property, Public Properly, or Golf Course 
Propeny its tax-exempt status will be revoked. 

City/Agency Propeny, Free Standing Parking Property, Olher Public Property, Property Owner 
Association Properly, or Golf Course Property lhal is wilhin a Zone that is not exempt from Special Taxes 
under this section shall be subject to the levy of the Special Tax and shall be laxed as described in Seciion D 
above, at up lo 100% of the applicable Maximum Special Tax for Other Taxable Propeny. 

F. APPEALS AND INTERPRETATIONS 

Any tax payer may file a writlen appeal of the Special Tax on his/her property with the CFD 
Administrator, provided thai the appellant is current in his/her payments of Special Taxes. During the 
pendency of an appeal, all Special Taxes previously levied must be paid on or before the payment date 
established when the levy was made. The appeal must specify the reasons why the appellani claims the 
Special Tax is in error. The CFD Administrator shall review the appeal, meet with the appellani if the CFD 
Adminislralor deems necessary, and advise ihe appellani of its detennination. If (he CFD Adminislralor agrees 
wilh ihe appellant, the CFD Administrator shall make a recommendation to the Cily Manager or designee lo 
eliminate or reduce the Special Tax on ihe appellant's property and/or io provide a refund to the appellani. 
The approval of ihe Cily Manager or designee must be obtained prior to any such elimination or reduction. If 
the CFD Administrator disagrees with the appellani and the appellant is dissatisfied with the detennination, ihe 
appellani then has 30 days in which to appeal to the City Manager or designee by filing a written notice of 
appeal with the City Clerk, provided lhat Ihe appellant is currenl in his/her paymenls of Special Taxes, The 
second appeal must specify the reasons for its disagreement with the CFD Administrator's determination. 
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Interpretations may be made by the Council by ordinance or resolution for purposes of clarifying any 
vagueness or ambiguity in this Rate and Method of Apportionment. 

G. MANNER OF COLLECTION 

The Special Tax shall be collected in the same manner and al the same lime as ordinary ad valorem 
properly taxes; provided, however, that CFD No. 3 may directly bill the Special Tax, may collect Special 
Taxes al a different lime or in a different manner if necessary to meet its financial obligations, and may 
covenanl to foreclose and may actually foreclose on delinquent Assessor's Parcels as permitted by the Ad. 

H. PREPAYMENT OF SPECIAL TAX 

1. Prepayment in Full 

The following definition applies to this Section H: 

"CFD Public Facilities" means either $20,780,000 in 2001 dollars, which shall increase by 
the Constmction Inflation Index on July 1, 2002, and on each July I thereafter, or such lower number 
as (i) shall be detennined by Ihe CFD Administrator as sufficiem to provide the public facilities to be 
provided by CFD No. 3 under the authorized Mello-Roos financing program for CFD No. 3, or 
(ii) shall be delennined by the Council concurrently with a covenant that il will not issue any more 
CFD No. 3 Bonds (excepi refunding bonds) to be supported by Special Taxes and IA No. 1 Special 
Taxes. 

"Construction Fund" means the account (regardless of its name) identified in the Indenlure 
to hold fimds which are cunently available for expenditure lo acquire or constmct public facilities 
eligible under the Act. 

"Construction Inflation Index" means Ihe annual percentage change in the Engineering 
News-Record Building Cosl Index for the City of Los Angeles, measured as of the calendar year 
which ends in the previous Fiscal Year. In ihe event this index ceases to be published, the Inflation 
Index shall be another index as detennined by the CFD Administrator that is reasonably comparable io 
the Engineering News-Record Building Cosl Index for the City of Los Angeles. 

"Future Facilities Costs" means the CFD Public Facilities minus (i) public facility costs 
previously paid from the Constmction Fund, (ii) moneys currently on deposit in the Constmclion 
Fund, and (iii) moneys currently on deposit in an escrow fund lhat are expecied lo be available lo 
finance public facility cosls. 

"Outstanding Bonds" means all Previously Issued Bonds which remain oulslanding as of 
the first interesl and/or principal paymeni date following the currenl Fiscal Year. 

"Previously Issued Bonds" means all CFD No. 3 Bonds that have been issued prior to the 
dale of prepayment. 

Only an Assessors Parcel of Developed Property, or an Assessor's Parcel of Undeveloped Properly 
for which a building pennit has been issued, may prepay its Special Tax obligation. The Special Tax 
obligation applicable to an Assessor's Parcel in CFD No. 3 may be prepaid and ihe obligation of the 
Assessor's Parcel to pay any Special Tax permanently satisfied as described herein, provided thai a 
prepayment may be made with resped to a particular Assessor's Parcel only if there are no delinquent Special 
Taxes wilh resped io such Assessor's Parcel al the time of prepayment. An owner of an Assessor's Parcel 
intending lo prepay the Special Tax obligaiion shall provide the CFD Administrator with written notice of 
intenl to prepay. The CFD Adminislralor shall provide the owner with a siaiement ofthe prepayment amouni 
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for such Assessor's Parcel within thirty (30) days ofthe request and may charge a reasonable fee for providing 
this sen'ice. Prepayment must be made not less lhan 60 days prior to any redemplion dale for the CFD No. 3 
Bonds to be redeemed with the proceeds ofsuch prepaid Special Taxes. 

The Prepayment Amount (defined below) shall be calculated as summarized below (capitalized tenns 
as defined below): 

Bond Redemplion Amouni 
plus Redemplion Premium 
plus Future Facilities Ainount 
plus Defeasance Amount 
plus Administrative Fees and Expenses 
less Resen'e Fund Credit 
less Capitalized Inleresl Credil 

Total: equals Prepayment Amouni 

As ofthe proposed dale of prepayment, the Prepayment Ainount (defined below) shall be calculated 
as follows: 

Paragraph No.: 

1. Confirm lhat no Special Tax delinquencies apply io such Assessor's Parcel. 

2. For Assessors Parcels of Developed Properly, compute the Assigned Special Tax and 
Backup Special Tax. For Assessors Parcels of Undeveloped Properly for which a building 
pennii has been issued, compute the Assigned Special Tax and Backup Special Tax for lhat 
Assessor's Parcel as though it was already designaied as Developed Property, based upon ihe 
building pennit which has already been issued for thai Assessor's Parcel. 

3. (a) Divide the Assigned Special Tax computed pursuant to paragraph 2 by the tolal 
estimated Assigned Special Taxes for the entire CFD No. 3 based on the Developed Property 
Special Taxes and IA No. 1 Developed Property Special Taxes which could be charged in the 
cun-enl Fiscal Year on all expected development through buildoul of CFD No. 3 as 
detennined by the CFD Administrator based on the Precise Plan and other infonnation 
currently available, excluding any Assessor's Parcels which have been prepaid, and 

(b) Divide ihe Backup Special Tax computed pursuant to paragraph 2 by the total 
estimated Backup Special Taxes and IA No. 1 Backup Special Taxes at buildoul for 
(he eniire CFD No. 3 as delennined by the CFD Adminislralor based on the Precise 
Plan and other informaiion currently available, excluding any Assessors Parcels 
which have been prepaid. 

4. Multiply the larger quotient computed pursuani lo paragraph 3(a) or 3(b) by the Outstanding 
Bonds to compute ihe amount of Outstanding Bonds lo be retired and prepaid (the "Bond 
Redemplion Amouni"). 

5. Multiply the Bond Redemption Amount computed pursuani to paragraph 4 by the applicable 
redemplion premium (expressed as a percentage), if any, on the Oulslanding Bonds lo be 
redeemed (ihe "Redemplion Premium"). 

6. Compute ihe cuneni Fulure FaciHlies Costs. 
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7. Multiply the larger quotient computed pursuani lo paragraph 3(a) or 3(b) by the amouni 
delennined pursuani to paragraph 6 lo compute the amouni of Future Facilities Cosls lo be 
prepaid (the "Future Facilities Amount"). 

8. Compute the amount needed lo pay interesl on the Bond Redemption Amouni from the first 
bond interest and/or principal paymeni date following the currenl Fiscal Year until the earliest 
redemption dale for the Oulslanding Bonds. 

9. Determine the Special Taxes levied on the Assessor's Parcel in the currenl Fiscal Year which 
have nol yel been paid. 

10- Compute the minimum amount the CFD Administrator reasonably expects to derive from the 
reinvestment of the Prepayment Amount less ihe Fulure Facilities Amouni and the 
Administrative Fees and Expenses from the dale of prepayment until the redemption date for 
the Outstanding Bonds to be redeemed with ihe prepaymenl, 

11. Add Ihe amounts computed pursuani to paragraphs 8 and 9 and subtract the amount computed 
pursuant lo paragraph 10 (the "Defeasance Amount"). 

12. Verify the administrative fees and expenses of CFD No. 3, including the costs of compulation 
ofthe prepaymenl, the costs lo invest the prepayment proceeds, ihe costs of redeeming CFD 
No. 3 Bonds, and the costs of recording any notices lo evidence the prepayment and the 
redemption (the "Administrative Fees and Expenses"). 

13. The reserve fund credit ("Reserve Fund Credit") shall equal the lesser of: (a) the expecied 
reduction in the resen'e requirement (as defined in the Indenture), if any, associated with the 
redemplion of Outstanding Bonds as a resuli ofthe prepayment, or (b) the amount derived by 
subtracting the new resen'e requirement (as defined in the Indenture) in effect after the 
redemption of Outstanding Bonds as a resuli of the prepayment from Ihe balance in the 
resen-e fund on the prepayment date, but in no event shall such amouni be less than zero. 

14. If any capitalized imeresi for ihe Outstanding Bonds will nol have been expended at the time 
ofthe first interest and/or principal payment following the cunent Fiscal Year, a capitalized 
inleresl credil shall be calculated by multiplying the larger quotient computed pursuant lo 
paragraph 3(a) or 3(b) by ihe expected balance in the capiialized inleresl fund after such first 
inlerest and/or principal payment (the "Capitalized Interest Credil"). 

15. The Special Tax prepaymenl is equal to the sum of Ihe amounts computed pursuani to 
paragraphs 4, 5, 7, 11 and 12, less the amounts computed pursuani lo paragraphs 13 and 14 
(the "Prepaymenl Amount"). 

16. From the Prepayment Amount, the amounts computed pursuani lo paragraphs 4, 5, 11, 13 and 
14 shal! be deposited inlo the appropriate fund as established under the Indenture and be used 
lo retire Outstanding Bonds or make debt service payments. 

The amouni computed pursuani io paragraph 7 shall be deposited into the Conslmction Fund. 
The amount computed pursuani to paragraph 12 shall be retained by CFD No. 3. 

The Prepayment Amount may be sufficient lo redeem other than a $5,000 increment of CFD 
No, 3 Bonds. In such cases, the increment above $5,000 or integral multiple Ihereof will be retained 
in the appropriale fund established under Ihe Indenture lo be used with the nexl prepaymenl of CFD 
No. 3 Bonds or to make debt service paymenls. 
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As a result ofthe payment ofthe current Fiscal Year's Special Tax levy as delermined under 
paragraph 9 (above), the CFD Administrator shall remove the current Fiscal Year's Special Tax levy 
for such Assessors Parcel from the County tax rolls. Wilh respect to any Assessor's Parcel that is 
prepaid in full, the CFD Administrator shall cause a suitable nolice to be recorded in compliance with 
the Act, to indicate ihe prepayment of Special Taxes and the release of the Special Tax lien on such 
Assessor's Parcel, and the obligation ofsuch Assessor's Parcel to pay the Special Tax shall cease. 

Notwithstanding the foregoing, no Special Tax prepaymenl shall be allowed unless the 
amouni of Maximum Special Taxes and IA No. 1 Maximum Special Taxes thai may be levied on 
Taxable Propeny and IA No. 1 Taxable Property, respectively, after the proposed prepayment is at 
least 1.1 times the maximum annual debt semce on all Outstanding Bonds. 

2. Prepayment in Part 

The Special Tax on an Assessors Parcel of Developed Property or an Assessors Parcel of 
Undeveloped Propeny for which a building pennii has been issued may be partially prepaid. The 
amount ofthe prepayment shall be calculated as in Section H.l; except that a partial prepayment shall 
be calculated according to Ihe following fonnula: 

PP = PH x F. 

These lenns have ihe following meaning: 

PP = ihe partial prepayment 
Pn = the Prepayment Amouni calculated according to Seciion H.l 
F= ihe percentage by which the owner of the Assessors Parcel(s) is partially prepaying ihe 

Special Tax. 

The owner of any Assessor's Parcel who desires such prepaymenl shall notify the CFD 
Administrator of (i) such owner's intenl to partially prepay the Special Tax, (ii) the percentage by 
which the Special Tax shall be prepaid, and (iii) the company or agency that will be acting as the 
escrow agent, if any. The CFD Administrator shall provide the owner with a statement ofthe amouni 
required for the partial prepayment ofthe Special Tax for an Assessors Parcel within thirty (30) days 
ofthe request and may charge a reasonable fee for providing this sen'ice. 

With respect lo any Assessor's Parcel lhal is partially prepaid, the Cily shall (i) distribute the 
funds remitted lo it according lo Seciion H.l, and (ii) indicate in the records of CFD No. 3 that there 
has been a partial prepaymenl ofthe Special Tax and that a portion ofthe Special Tax with respect io 
such Assessor's Parcel, equal lo the outstanding percentage (1.00 - F) ofthe remaining Maximum 
Annual Special Tax, shall continue lo be levied on such Assessor's Parcel pursuant to Seciion D. 

I. TERM OF SPECIAL TAX 

The Special Tax shall be levied for a period not to exceed forty years commencing wilh Fiscal Year 
2002-2003, provided however thai Special Taxes will cease to be levied in an earlier Fiscal Year ifthe CFD 
Administrator has detennined (i) lhal all required inleresl and principal payments on the CFD No. 3 Bonds 
have been paid; (ii) all facililies have been acquired and all reimbursements to the Master Developer have been 
paid pursuani to ihe Purchase and Finance Agreement; and (iii) all required Administrative Expenses have 
been paid. 
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APPENDIX B 

SUPPLEMENTAL INFORMATION CONCERNING THE CITY OF SAN DIEGO 

This Appendix contains principally economic and demographic information relating to the City of 
San Diego. Neither the faith and credit nor the taxing power ofthe City, the County of San Diego, the State 
of California or any political subdivision thereof is pledged to the payment ofthe 2008 Bonds. The 2008 
Bonds are special tax obligations ofthe District payable solely from a portion ofthe Special Taxes and other 
amounts pledged under the Bond Indenture, as more fully described hi the Official Statement to which this 
Appendix is appended. The infonnation set forth herein that has been obtained from sources believed lo he 
reliable, hut such information is not guaranteed as to accuracy or completeness. Statements contained 
herein which involve estimates, forecasts, or matters of opinion, whether or noi expressly so described 
herein, are intended solely as such and are not to he construed as representations of facts. 

This Appendix may make "forward-looking statements" by using forward-looking words such as 
"may," "will," "should," "expects," "believes," "anticipates,9' "estimates," or others. Forward-looking 
statements are subject to a variety of uncertainties that could cause actual results to differ from the 
projected results. The information and expressions of opinion herein are subject to change without notice, 
and neither delivety of this Official Statement nor any sale thereafter ofthe securities offered hereby shall 
under any circumstances create any implication that there has been no change in the affairs ofthe City or 
in any other information contained herein since the date ofthe Official Statement. 

Data contained under this caption is intended to portray economic, demographic, and business 
trends within the City. All the information presented in the following tables and otber specific data 
references is the latest information available from the respective data sources. 

Introduction 

The Cily of San Diego (the "City"), with a total population of approximately 3.3 million in 2007 and a 
land area of approximalely 340 square miles, is Ihe eighth largest city in the nation and ihe second largest cily 
in Caiifomia. The City is ihe counly seat for the Counly of San Diego (the "County"). In addition to having a 
favorable climate, the City offers a wide range of cullural and recreational sen'ices to bolh residents and 
visitors. The City has a diversified economy. Major components of this diversified economy include 
inlemational trade, high-tech manufaduring and research, professional services, tourism and defense. The 
City has hislorically benefited from manufaduring (ship building, industrial machinery, television and video 
equipment, and printing and publishing), pubhc and private higher education, health services, military, and 
local govemment employment. 
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ECONOMIC AND DEMOGRAPHIC INFORMATION 

Population 

As set forth in Table I below, between January 1, 1998 and January I, 2007, the Cily's population has 
increased by 11.9% (or by approximately 15,549 new residents annually during this period). 

Table 1 
Population Growth Estimates 

Calendar Years 1998 through 2007 

Calendar 
Year"ff2) 

1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 

City of 
San Diego 

1,176,900 
1,200,800 
1,223,415 
1,24 3,805 
1.256,007 
1.278,828 
1,287,602 
1.297,093 
1,305,625 
3,316,837 

Annual 
Growth Rate 

1.5% 
2.0 
1.9 
3.5 
Ll 
1.8 
0.7 
0.7 
0.7 
0.9 

County of 
San Diego 

2,702,800 
2,753,000 
2,813,833 
2,864,408 

•2,921,273 
2,972,832 
3,011,526 
3,038,579 
3,064,113 
3,098,269 

Annual 
Growth Rale 

1.9% 
1.8 
2.3 
1.8 
2.0 
1.8 
1.3 
0.9 
0.8 
1.1 

State of 
California 

32,657,000 
33,140,000 
33,873,086 
34,441,561 
35,088,671 
35,691,534 
36,252,878 
36,743,186 
37,195,240 
37,662,518 

Annual 
Growth Rate 

1.4% 
3.5 
2.2 
1.7 
1.9 
1.7 
1.6 
3.4 
1.2 
3.3 

"^ As of January 1 ofthe calendar year. 
'^ Population figures and respective growih rales from 2000 to 2007 reflect revised figures that are benchmarked to base year 

2000. 
Source: State of California Department of Fiiiancc. 

Employment Summary 

As shown in Table 2, ihe Cily's unemployment rale for calendar year 2007 averaged 4.5%o, wiih a 
nalionwide rate of 4.6% and the Stale's rale of 5.3%. 

Table 2 
Labor Force - Estimated Average Annual Employment and 

Unemployment of City of San Diego Civilian Labor Force 
Calendar Years 2003 through 2007 

Civilian Labor Force1" 
City of San Diego 

Employed 
Unemployed 

Unemployment Rates 
Cily 
Counly 
California 
Uniled Stales 

2003 2004 2005 2006 2007 

622.000 
34,100 

5.2% 
5.2 
6.8 
6.0 

634.700 
31,500 

4.7% 
4.7 
6.2 
5.5 

644.000 
29,000 

4.3% 
4.3 
5.4 
5.1 

650.700 
27,000 

4.0% 
4,0 
4.9 
4.6 

653.450 
31,108 

4.5% 
4.5 
5.3 
4.6 

111 The revised labor force daia is based on tlie March 2006 benchmark. 
Source: State of California Employmenl Deveiopmeni Dcpartmenl, Labor Market Infonnation Division: and the U.S-

Dcpanmcni of Labor. Bureau of Labor Siatisiics. 
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Table 3 provides the California Employmenl Development Department's estimates of total annual 
civilian nonagricultural wage and salary employment by number of employees in each major industry in the 
Counly from calendar years 2003 ihrough 2007. Annual employment infonnation is not regularly compiled by 
sector for the City alone. The lable below reflects industry data as classified under the North American 
Industry Classificalion System (NAICS). 

Table 3 
County of San Diego 

Wage and Salary Employment 
C a l e n d a r Years 2003 th rough 2007 ( l ) 

Industry Category 

Natural Resources & Mining 
Construclion 

Manufacturing 
Nondurable Goods 
Durable Goods 

Total Manufacturing 

2003 2004 2005 2006 2007 

300 
80,200 

26.500 
78.800 

JJ&SilO 

400 
87,700 

26,200 
78.100 

104.300 

400 
90,800 

25.400 
79,100 

104.500 

500 
92,600 

25.600 
78.100 

m 6 Q 0 

500 
87,100 

25.300 
77.500 

m M 
Transportaiion, Warehousing & Utilities 27.300 28,400 28.400 28.300 28.800 

Trade 
Wholesale 
Retail 

Total Trade 

Financial Aclivities13' 
c- • (.') 

Sen'ices 

Govemmenl 
Federal 
Slate and Local 

Total Govemment 

TOTAL NONAGRICULTURAL1 

41.600 
140.800 

_1^2,400 

79.900 
547,400 

40.100 
177.100 

_2.1I.iQi) 

1.240.3 00 

41.900 
144.900 

" _l-86,SflQ 

81.900 
556,400 

39.700 
174.600 

_2.1_4.,3_0_0 

1.260.300 

43.600 
147.400 
191.000 

83.200 
568,700 

39.700 
175.400 

._21i(JiK) 

1.282.100 

45.100 
147.600 

—132,70.0 

83.700 
580.800 

40.300 
177.400 

.211,700 

1.299,900 

45.800 
147.000 
1-92, &QQ 

81.600 
595,500 

40.600 
3 80,900 

22J,5.aQ 

1.310.600 

0 1 All figures arc based on a 2006 hcnehmark. 
121 Includes finance, insurance, and real estate. 
111 Includes professional and business, infonnation. educalional and health, leisure and hospitality, and other services. 
|J1 Figures may noi add to total due lo independent rounding. 
Source: Stale of California Employmenl Deveiopmeni Dcpartmenl. Labor Market Infomiation Division. 
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Taxable Sales 

The following Table 4 sets forth taxable transactions in Ihe Cily for calendar years 2002 through 2006 
Infonnation for 2006 is the latest infonnation available from the Caiifomia Stale Board of Equalization. 

Table 4 
City of San Diego 

Taxable Transactions 
Calendar Years 2002 through 2006 

(In Thousands) 

2002 2003 2004 2005 2006 

Retail Slores 
Apparel 
General Merchandise 
Food 
Ealing and Drinking 
Home Furnishings and Appliances 
Building Materiais and Farm Impiemenls 
Aulo Dealers and Supplies 
Service Stations 
Other Retail Slores 

Total Relail Slores 
All Other Oulleis 
TOTAL ALL OUTLETS 

S 

S-

s_ 

681.338 
1.926,369 

690.819 
1,931,214 

664.607 
1,160.915 
2.033.999 

959,059 
2.085.876 

J2.a4.19_6 
-4.4i)..652 

U&625.855 

S 

S_ 
S_ 
S_ 

732.526 
2.040,450 

696,398 
2.066.425 

690.345 
1,248,903 
2.138.480 
1.085,386 
2.232.817 

JZ9_3_U71D 
4.5.32.632 

17,465.362 

S 

S_ 

785.563 
2.142.892 

741.899 
2,197,430 

728.841 
1,440.726 
2,213.662 
1,232.354 
2.375.353 

JiH5fi.22D 
S 4,679,723 
S_ 1.8.528,443 

S 

S 

s. 
s_ 

865.833 
2.170.831 

801,351 
2,311.013 

747.339 
1,396,894 
2,228,510 
1.398,512 
2.465.882 

J4.a&6.J£5 

.-smau 
19.49L746 

S 

S_ 
S_ 
S_ 

924.301 
2,236,087 

843,800 
2,466,681 

706,043 
1.427.98? 
2.132,207 
1.567,032 
2.527,653 

L4.83J.79J 
5.227,476 

JQ.m2-W 

Source; California State Board of Equalization. 
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Major Employers 

The Cily is host to a diverse mix of major employers representing industries ranging from education 
and health services, to manufacturing, financial services, retail trade and amusement and recreation. Table 5 
lists the Cily's major employers. 

Table 5 
County' of San Diego 

Majo r Employers 
As of J a n u a r y 1, 2007 

Employer 

10,000 or More Employees: 
Slate of Caiifomia 
Federal Govern ment 
University of Caiifomia, San Diego 
Counly of San Diego 
San Diego Unified School District 
Sharp Health Care 
Scripps Health 
San Diego Stale University 
City of San Diego 
5,000 - 9,999 Employees: 
Qualcomrn 
Kaiser Permanenle 
US Postal Service, San Diego Dislricl 
San Diego Community College District 
Sempra Energy 
3,000 - 4,999 Employees: 
General Dynamics Nassco 
Science Applications International Corporation 
Northrop Grumman 
Barona Valley Ranch Resort & Casino 
Rady Children's Hospital & Health Cenier 
University of San Diego 
General Atomics 
Palomar Pomerado Health 
2,000-2,999 Employees: 
BAE Systems 
Jack in the Box Inc. 
Scripps Research Institute 
Ace Parking Management, Inc. 
Veterans Affairs San Diego Healthcare System 
Sycuan Resort & Casino 
Grossmont-Cuyamaca Community College District 
Tri-City Medical Center 
Cox Communications 
Uniled Parcel Service 
Sony Electronics 
Sea World San Diego 
Pala Casino Spa & Resort 
Zoological Society of San Diego 

Product/Service 

Government 
Govemmenl 
Higher Education 
Govemmenl 
Educalion 
Health Care 
Health Care 
Higher Education 
Govemmenl 

Wireless Communications 
Health Care 
Shipping, Transportaiion, & Delivery Service 
Higher Educalion 
Utility 

Shipbuilding, Repair 
Research and Development 
Defense Technology 
Reson & Casino 
Health Care 
Higher Education 
Defense and Energy Systems 
Health Care 

Defense Sysiems 
Restaurants 
Research 
Parking Services 
Health care 
Resort and Casino 
Higher Education 
Health Care 
Telecommunications Services 
Transportation and Supply Chain Services 
Audio/Video Electronics and Information Technology Provider 
Entertainment 
Resort and Casino 
Entertainment 

Source: San Diego Business Journal. December 31, 2007 - Book of Lists 
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Building Permits 

Table 6 provides a summary ofthe building pennit valuations, and the number of new dwelling units 
authorized in the Cily, for Fiscal Years 2003 Ihrough 2007. The valuation of non-residenlial pennits includes 
bolh private, commercial construclion and publicly funded, non-tax generating projecls. 

Table 6 
City of San Diego 

Building Permit Valuations 
and Number of New Dwelling Units 

Fiscal Years Ended June 30, 2003 through 2007 

2003 2004 2005 2006 2007 

Valuation (in thousands) 
Residenlial 
Nonresidential 

Total 

Number of New Dwelling Units: 
Single Family 
Multiple Family 

Total 

Source: Deveiopmeni Services Dcpa 

Property Taxes 

$1,395,286 
511.743 

Sl.907.029 

2.379 
5.280 
1,659 

rtment. City of San 

SI.227.388 
717.693 

Sl.945.081 

1.877 
4.005 
5.882 

Diego. 

$1,321,526 
641.857 

SL2612S3 

1,271 
5.334 
6,605 

SI.006.378 
953.714 

$1,960,092 

1.290 
3.260 
4,550 

$820,581 
670.497 

$.L4fi.lil78 

903 
3.004 
3,907 

The Counly assesses property and collects secured and unsecured property laxes for the ciiies, school 
districts, and special districts within the Counly, including the City. Once the property laxes are collected, the 
Counly conduds its internal reconciliation for accouniing purposes and distributes Ihe City's share ofsuch 
taxes lo the Cily, generally within a couple of weeks. Prior (o dislribulion, the moneys are deposited in an 
accounl established on behalf of the City in the County Treasurer's Investment Poo! (the "Pool"). Ifthe 
County and/or the Poo! were at any time to become subject to bankmplcy proceedings, it is possible that Cily 
propeny taxes, including Special Taxes levied by the District, held in the Pool, if any, could be temporarily 
unavailable to the City. In the event ofsuch an occurrence. General Fund revenue requirements could be met 
ihrough the use of other Ciiy funds. Ad valorem taxes are subject lo constitutional limits. 

Taxes are levied for each fiscal year on taxable real and personal property which is siluated in the Cily 
as of ihe preceding Januaiy 1. For assessment and collection purposes, property is classified either as 
"secured" or "unsecured" and is listed accordingly on separate parts ofthe assessment roll. The "secured roll" 
is that pari ofthe assessment roll containing the taxes on which there is a lien on real properly sufficient, in Ihe 
opinion of ihe County Assessor, io secure paymeni ofthe taxes. Olher propertv is assessed on the "unsecured 
roll." 

Propeny taxes on the secured roll are due in two installments, on November 1 and February 1 ofthe 
fiscal year. If unpaid, such taxes become delinquent on December 10 and April 10, respectively, and a 10% 
penalty attaches to any delinquent payment. If not paid, the properly is subject lo default. Such property may 
be redeemed by paymeni of the delinqueni taxes and (he delinquent penally, plus a redemplion penalty of 1.5% 
per month from July 1 of Ihe following year to the time of redemption. If taxes are unpaid for a period of five 
years or more, the property is subject io sale by the Counly Tax Collector, 

Property laxes on the unsecured roll are due as of (he March 1 lien date and become delinqueni, if 
unpaid, on Augusl 31 of the fiscal year. A 10% penally attaches to delinquent taxes on property on the 
unsecured roll, and an additional penalty of 1.5% per month begins to accme beginning November I ofthe 
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fiscal year. The taxing auihority has four ways of collecling unsecured personal property taxes: (a) a civil 
action against Ihe taxpayer; (b) filing a certificate in Ihe office ofthe Counly Clerk specifying certain fads in 
order to obtain a judgment lien on certain properly of the taxpayer; (c) filing a certificate of delinquency for 
record in the Counly Recorder's Office, in order to obtain a lien on certain properly ofthe taxpayer; and (d) 
seizure and sale of personal property, improvements or possessory interests belonging or assessed to the 
assessee. 

A supplemental assessment occurs upon a change of ownership of existing properly and for new 
constmction upon completion. A supplemental tax bill is issued for the difference in property value resulting 
from the increase in assessed value prorated for the remainder ofthe year. 

Effedive July 1, 1988, Assembly Bill 454, Chapter 921, eliminated Ihe reporting of the unitary 
valuations pertaining to public utilities such as San Diego Gas and Electric and SBC Communications, Inc. In 
lieu ofthe property tax on these previously included assessed valuations, the City now receives from the Slate 
(through the County) an amount of unitary revenue based upon the unitary property tax received in the prior 
year. 

Table 7 presents the assessed valuation wilhin the City for each of ihe last five Fiscal Years. 

Table 7 
ASSESSED VALUATION EXCLUDING REDEVELOPMENT AREAS'" 

Fiscal Years Ended June 30, 2004 through 2008 
(in thousands except for percentages) 

Fiscal Year 

2003-04 
2004-05 
2005-06 
2006-07 
2007-08 

Secured 

$ 107,710,122,385 
118,889,517,256 
135,026,705,814 
150,571,633,332 
165,678,925,446 

Unsecured 

$ 6,978,679,690 
6,526,940,629 
6,863,879,689 
7,601,251,625 
7,226.415,914 

Utilities 

$ 164,917,925 
133,588,259 
120,401,042 
113,348,593 
85,054,348 

Total12' 

$ 114,853,720.000 
125,550,046,144 
342,010,986,545 
158,286,233,548 
172,990,395,708 

<" Net of all olher exemptions, except homeowners exemption which is reimbursed by the Stale of California. 
(2i Reflects total assessed valuation before any reduction for redevelopment tax increment. 
Source: Counly of San Diego Report ID VAL File-01 PSVVP70@/California Municipal Statistics. Inc. 

Table 8 shows the City's secured lax collections for each of Ihe most recent five Fiscal Years. 

Table 8 
SECURED TAX LEVIES AND COLLECTIONS 

Fiscal Years Ended June 30, 2003 through 2007 
(in thousands except for percentages) 

Fiscal Year 

2002-03 
2003-04 
2004-05 
2005-06 
2006-07 

Secured Tax Charge 

$ 159,607,914 

173,858,862 
189.598.350 
212,346,286 
234.749,368 

Amount 
Delinquent 

June 30 

% 2,146,695 
2,129,291 
2,999,133 
4,287,125 
6,792,932 

0 / 
/o 

Delinquent 
June 30 

1,34% 
1.22 
1,58 
2.02 
2.89 

" l Cily's share of secured propeny tax lev;'. Total secured levy is higher with portions paid lo other taxing agencies. 
Source: Counly of San Diego Report ID ACAP-232A/California Municipal Slatislics, Inc. 
Source: Caiifomia Municipal Sialistics. Inc. 

B-7 
DOCSOC/l 247358vl4/022177-0104 



APPENDIX C 

SUMMARY OF BOND INDENTURE 

The following is a summaty of certain definitions and provisions of the Bond Indenlure which are not 
described elsewhere in the Official Statement. This Summaty does not purport lo be comprehensive and 
reference should be made to the Bond Indenture for a full and complete statement of its provisions. 

DEFINITIONS 

"Account" means any account creaied pursuant lo ihe Bond Indenlure. 

"Acl" means the Mello-Roos Communily Facilities Act of 1982, as amended, Sections 53311 et seq. 
ofthe Caiifomia Government Code. 

"Acquisition Agreement" means lhal certain Purchase and Finance Agreemenl by and between the 
City and McMillin-NTC, LLC, together with any amendments thereto, as amended by a Firsl Amendmenl lo 
Purchase and Finance Agreement. 

"Acquisition and Construclion Fund" means the fund by that name established pursuani to the Bond 
Indemure. 

"Adminisiraiive Expenses" means the administrative cosis wilh resped to ihe calculation and 
collection of the Special Taxes, including all atlorneys' fees and other cosls related therelo. the fees and 
expenses ofthe Tmslee, any fees and related costs for credit enhancement for the Bonds or any Parily Bonds 
which are not othenvise paid as Cosls of Issuance, any cosls related to the District's compliance wilh stale and 
federal laws requiring continuing disclosure of infonnation conceming Ihe Bonds, any Parily Bonds and the 
District, and any olher costs otherwise incurred by the City staff on behalf of ihe Districi in order lo carry oul 
the purposes ofthe Dislrict as set forth in the Resolulion of Fonnation and any obligation ofthe Dislricl under 
the Bond Indenture. 

"Administrative Expenses Cap" means S53,060 for Fiscal Year 2006-07, increasing at a rate of 2% per 
Fiscal Year thereafler through the Fiscal Year ending June 30, 2014 and remaining constant thereafler. The 
Adminisiraiive Expense Cap for Fiscal Year 2007-08 is $54,121. 

"Alternate Penally Accounl" means the accounl by that name creaied and established in the Rebate 
Fund pursuant io the Bond Indenture. 

"Annual Debl Service" means the principal amouni of any Outstanding Bonds or Parily Bonds 
payable in a Bond Year either at maturity or pursuant io a Sinking Fund Paymeni and any imeresi payable on 
any Oulslanding Bonds or Parily Bonds in such Bond Year, if the Bonds and any Parity Bonds are retired as 
scheduled. 

"Assessor's Parcels" means a parcel shown in an Assessor's Parcel Map with an assigned Assessor's 
parcel number. 

"Auihorized Investments" means any of the following which at the lime of investment are legal 
investments under the laws ofthe State for the moneys proposed to be invested therein: 

(a) Direcl obligations ofthe U.S. Treasury Department of the Uniled Stales of America 
(including CATS, T1GRS and similar securities which have been stripped by the Department of Treasury 
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itself, Slate and Local Govemmenl Securiiies and debl obligations issued or held in book-entry fonn on the 
books of Ihe Department of the Treasury ). 

(b) Bonds, debentures, notes or other evidence of indebtedness issued or guaranteed by 
any ofthe following federal agencies and provided such obligations are backed by the full faith and credil of 
the United Stales of America (stripped securities are only pennitted if lhey have been stripped by the agency 
itself): 

(i) Fanners Home Administration (FmHA) — Certificates of beneficial 

ownership, 

(ii) Federal Financing Bank, 

(iii) Federal Housing Administration Debentures (FHA), 

(iv) Govemmenl National Mortgage Association (GNMA or "Ginnie Mae"). 
GNMA - Guaranteed mortgage-backed bonds, 
GNMA - guaranteed pass-through obligations. 

(c) Bonds, debentures, notes or other evidence of indebtedness issued or guaranteed by 
any of the following non-full failh and credit U.S. govemment agencies (stripped securiiies are only pennitted 
if lhey have been stripped by the agency itself): 

(i) Federal Home Loan Bank System (FHLB)-Senior debl obligations, 

(ii) Federal Home Loan Mortgage Corporation (FHLMC or "Freddie Mac") -
Participation Certificates or senior debt obligations, 

(iii) Federal National Mortgage Association (FNMA or "Fannie Mae") -
Mortgage-backed securiiies and senior debl obligations, 

(iv) Student Loan Marketing Associalion (SLMA or "Sallie Mae") - Senior debt 
obligations. 

(v) Resolution Funding Corp. (REFCORP) obligations, 

(vi) Federal Fann Credil System (FFCB) - Consolidated systemwide bonds and 
notes, 

(vii) Tennessee Valley Authority (TVA) - Senior debl obligalions, 

(viii) Fanner Mac (FMAC) - notes. 

(d) Money markel funds registered under the Federal Investment Company Act of 1940, 
whose shares are registered under the Securities Act of 1933, and having a raiing of AAAm-G or AAA-m by 
Standard & Poor's or a raiing of Aaa by Moody's. 

(e) Negotiable certificates of deposit issued by nationally or state-chartered bank or a 
stale or federal savings institulion or a slate-licensed branch of a foreign bank (Yankee) with a maximum 
maturity of three years and having long-ierm ratings, at Ihe lime of purchase, equivalenl lo an "A" rating 
category by at least two national recognized statislical-raiing organizations (NRSRO). 
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(f) Certificates of deposit, savings accounts, deposit accounts or money market deposits 
which are fully insured by FDIC. 

(g) Commercial paper (with maturities of not more lhan 270 days) rated, at the time of 
purchase, in the highest short-tenn rating category by at least two nationally recognized slalistical-rating 
organizations and issued by a corporation organized and operating in the United Stales with at least 
$500,000,000 in tolal assets. The corporalion must have other debt, besides commercial paper, that is rated 
"A" or higher by a nationally recognized statistical-rating organization. 

(h) Bonds or notes issued by any state or municipality which are rated by Moody's and 
Standard & Poor's in one of the two highest rating calegories assigned by such agencies. 

(i) Bankers acceptances with a maximum tenn of 180 days issued by a bank which has 
an unsecured, uninsured and non-guaranteed obligation rating of "P-l" or "A2" or better by Moody's and "A-
1" or "A" or better by Standard & Poor's. 

(j) The Local Agency Investment Fund in the Stale Treasury ofthe Slate of California as 
pennitted by the Stale Treasurer pursuant to Sedion 16429.1 of the Caiifomia Government Code or any 
similar pooled investment fund administered by the State, lo the extent such investment is held in the name and 
to the credil ofthe Tmslee. 

(k) Repurchase Agreements, which must follow the following criteria: 

(i) Repurchase Agreements must be between the Tmslee or the Dislricl and a 
major bank or primary dealer securities finn as the counter-parly. 

(ii) The counter-party, if a Primary dealer, must be a reporting dealer to the 
Federal Reserve which is rated "A" or better by Standard & Poor's and 
Moody's, or a major bank rated "A" or above by Standard & Poors and 
Moody's. 

(iii) The Repurchase Agreemenl must meet the following criteria: 

(A) Securiiies which arc acceptable for transfer as collateral are defined 
in (a) through (c). 

(B) The tenn ofthe Repurchase Agreement maybe up to 365 days. 

(C) The collateral must be delivered to the Distrid or the Trustee (ifthe 
Tmslee is not supplying Ihe collateral) or a third party acting as 
agent for the Tmstee (if the Tmslee is supplying the collateral) 
before/simultaneous wiih payment (perfection by possession of 
certificated securities). 

(D) The Repurchase Agreement may include an evergreen provision lo 
pennii ihe reinveslment of funds for additional consecutive periods 
not to exceed 365 days. 

(iv) Valuation of Collateral: 

(A) The securiiies must be valued weekly by the Tmslee, marked-to 
markel al currenl market plus accmed inleresl. 
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(B) The value of collateral must be equal lo 104% ofthe amount of cash 
transferred by the Districi or Ihe Tmslee lo the dealer bank or 
security finn under the Repurchase Agreement plus accmed 
inlerest. If the value of securities held as collateral slips below 
104% of the value of (he cash transferred by the Districi or the 
Tmstee, then additional cash and/or acceptable securities must be 
transferred. 

(1) Any investment agreements (including Guaranteed Investment Contracts and Forward 
Purchase/Delivery Agreements) wilh a financial institution or insurer (provider) which must meel the 
following criteria: 

(i) If the investment agreemenl is uncollateralized the provider of the 
agreement, at the time of the execution of the agreement, has to have a 
minimum long term raiing of "Aa" by Moody's and "AA" by Standard & 
Poor's. 

(ii) If the investment agreement is fully collateralized, the provider of the 
agreement, at the time of the execution of the agreemenl, has to have a 
minimum long term raiing of "A" by bolh Moody's and Standard & Poor's. 
Securiiies which are acceptable for collateralization are defined in (a) 
through (c). 

(iii) The investment agreement must be supported by appropriale opinions of 
counsel. 

(iv) The investment agreement must meet the requirements ofthe Dislricl, bond 
insurer (if an insured issue) or ihe rating agency (if required). 

(m) Any cash sweep or similar accounl arrangement of or available lo the Tmslee, the 
investment of which are limited lo investments described in clauses (a) through (c); or Repurchase Agreements 
secured by one or more obligalions described in clauses A through C above, and any money markel fund, ihe 
entire investments of which are limited lo investments described in clauses (a) ihrough (c) above; or 
Repurchase Agreements secured by any one or more obligations described in clauses (a) ihrough (c), and 
which money markel fund is raled by their respective highesl rating calegories by Moody's and Standard & 
Poor's. 

"Authorized Representative ofthe City" means the Mayor ofthe City, the Chief Operating Officer of 
Ihe City, the Chief Financial Officer of ihe City or any other person or persons designaied by the Mayor ofthe 
Ciiy, the Chief Operating Officer of the City or the Chief Financiai Officer of the City by a writlen certificale 
signed by one ofsuch officers ofthe Ciiy and containing the specimen signature of each such person. 

"Authorized Representative of the Dislricl" means the Mayor ofthe Cily, the Chief Operating Officer 
of the City, the Chief Financial Officer of the City or any other person or persons designated by the Mayor of 
ihe City, the Chief Operating Officer of the Cily or the Chief Financial Officer of the City by a written 
certificate signed by one of such officers of the Cily and containing the specimen signature of each such. 
person. 

"Bond Counsel" means an attorney at law or a finn of atlorneys selected by the Dislricl of naiionally 
recognized standing in matters pertaining lo ihe lax-exempt nature of interesl on bonds issued by slates and 
their political subdivisions. 
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"Bond Indenture" means the Bond Indenlure, together with any Supplemental Indenture approved 
pursuani to the Bond Indenture. 

"Bond Register" means the books which the Trustee shall keep or cause lo be kept on which the 
registration and transfer of ihe Bonds and any Parity Bonds shall be recorded. 

"Bondowner" or "Owner" or "Registered Owner" means the person or persons in whose name or 
names any Bond or Parity Bond is registered, 

"Bonds" means the Community Facililies Dislrict No. 3 Special Tax Bonds Series A of 2008. 

"Bond Year" means the twelve month period commencing on March 1 of each year and ending on 
Febmary 28 of the following year, excepi that the first Bond Year for the Bonds and each issue of Parity 
Bonds shal! begin on Ihe Delivery Date and end on Ihe following Febmary 28. 

"Business Day" means a day which is nol a Saturday or Sunday or a day ofthe year on which banks in 
New York, New York, Los Angeles, Caiifomia, or the city where the corporate tmst office of the Tmstee is 
locaied, are nol required or authorized to remain closed. 

"Certificate of an Authorized Represenlalive" means a written certificate or warrant request execuled 
by an Authorized Representative ofthe City. 

"Certificate ofthe Special Tax Administrator" means a certificate of an Authorized Represenlalive of 
ihe Dislrict, or any successor entity appointed by the City, lo administer (he calculation and collection of the 
Special Taxes. 

"Cily" means the Ciiy of San Diego. California. 

"Code" means the Internal Revenue Code of 1986. as amended, and any Regulations, rulings, judicial 
decisions, and notices, announcements, and olher releases of ihe United Slates Treasury Department or Internal 
Revenue Sen'ice interpreting and construing it. 

"Costs of Issuance" means Ihe costs and expenses incurred in connection with the formation ofthe 
Dislricl and the issuance and sale of the Bonds or any Parily Bonds, including, but not limiled lo, the 
acceptance and initial annual fees and expenses ofthe Tmstee, legal fees and expenses, costs of prinling the 
Bonds and Parity Bonds and ihe preliminary and final official statements for the Bonds and Parity Bonds, fees 
of financial consultants, special lax consultanis and appraisers and all olher related fees and expenses, as set 
forth in a Certificate of an Auihorized Representative ofthe Cily. 

"Delivery Date" means, wilh respect lo ihe Bonds and each issue of Parity Bonds, the date on which 
the bonds of such issue were issued and delivered to the inilial purchasers Ihereof. 

"Depository" means The Depository Trusl Company, New York, New York, and its successors and 
assigns as securities depository for the Bonds and Parity Bonds, or any other securities depository acting as 
Depository under the Bond Indenture. 

Developed Property" shall have the meaning set forth in ihe Rale and Meihod of Apportionmenl of 
Special Taxes 

"Direcl Debl for Developed Property" means lhat portion of the aggregate principal amouni of the 
Oulslanding Bonds and Parity Bonds (including for puiposes of this calculation any Parily Bonds proposed to 
be issued) which is allocable io the Developed Property as described below. For this purpose, there will be 
allocated to ihe Developed Propeny the largest principal amount of Bonds and Parity Bonds Outstanding 
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(including for purposes of this calculation any Parity Bonds proposed to be issued) lhat results in (a) the 
maximum Special Taxes that may be levied on Developed Propeny (nol including any parcels of Developed 
Property with delinquent Special Taxes and assuming taxation as "Developed Property" as defined in the Rate 
and Method of Apportionment of Special Taxes for each of Improvemenl Area No. 1 and Improvement Area 
No. 2) in each Fiscal Year until the final maturity of the Bonds and Parity Bonds being at least equal to the 
sum of 110% of Annual Debl Service on such Bonds and Parity Bonds in the Bond Year beginning on the 
March 1 ofsuch Fiscal Year of taxation plus the share of Administrative Expenses allocable lo Ihe Developed 
Property for such Fiscal Year of taxation; and (b) a Value of Developed Property at least four (4) times Ihe 
sum of Direct Debt for Developed Property plus Overlapping Debt allocable to Developed Property. 
Administrative Expenses in each Fiscal Year shall be deemed to be equal to aclual Administrative Expenses 
for the lasl Fiscal Year ending prior lo the date of calculation of Direct Debl for Developed Property and Ihe 
portion of the loial Administrative Expenses allocable to Developed Property shall be the same portion that 
Special Taxes on Developed Property represent of the total Special Taxes levied in the District in the then 
current Fiscal Year. 

"Direcl Debt for District Property" means that portion of Ihe aggregate principal amount of Ihe 
Outstanding Bonds and Parity Bonds (including for purposes of this calculation any Parity Bonds proposed to 
be issued) which is allocable to the property in the District as described below. For this purpose there will be 
allocated to the property in the Dislricl the largest principal amouni of Bonds and Parity Bonds (including for 
purposes of this calculation any Parily Bonds proposed lo be issued) lhat results in a Value of Districi Property 
at least four (4) limes the sum of Direcl Debt for District Property plus Overlapping Debt allocable to all 
property in the Dislrict subjed to the Special Tax. 

"Direct Debt for Undeveloped Property" means lhat portion of ihe aggregate principal amouni ofthe 
Outstanding Bonds and Parily Bonds (including for purposes of this calculation any Parily Bonds proposed to 
be issued) which is allocable to the Undeveloped Properly as described below. For this purpose, there will be 
allocated to the Undeveloped Property the remaining principal amount of Bonds and Parily Bonds (including 
for purposes of this calculation any Parily Bonds proposed to be issued) not previously allocated io Developed 
Propeny that results in: 

(a) the maximum Special Taxes that maybe levied on Undeveloped Properly (assuming 
taxation as "Undeveloped Property'' as defined in and according to the levy priorily set forth in the Rale and 
Meihod of Apportionment of Special Taxes for each of Improvemem Area No. 1 and 2) in each Fiscal Year 
until the final maturity ofthe Bonds and Parity Bonds being al least equal lo Ihe sum of 110% of Annual Debt 
Sen'ice on such Bonds and Parily Bonds in the Bond Year beginning on the March 1 ofsuch Fiscal Year of 
taxation plus the share of Administrative Expenses allocable lo the Undeveloped Property for such Fiscal Year 
of taxation, which for purposes of such calculation shall be the remainder of the Administrative Expenses not 
allocated in the calculation of Direcl Debl for Developed Property; and 

(b) a Value of Undeveloped Property at least three (3) times the sum of Direcl Debt for 
Undeveloped Property plus Overlapping Debt for Undeveloped Property; provided, however, there shall be 
excluded from the calculations under (a) above and this paragraph (b) any parcel of Undeveloped Property 
wilh delinquent Special Taxes and any parcel for which the Value of Undeveloped Property is less than two (2) 
times the sum of the Direcl Debt for Undeveloped Property and Overlapping Debt allocable therelo. The 
Direct Debl for Undeveloped Property allocable to each parcel of Undeveloped Property shall be delennined 
by mulliplying the aggregate principal amount of the Bonds and Parity Bonds proposed to be allocated io 
Undeveloped Property by a fraction, the numerator of which is the maximum amount of Special Taxes thai 
may be levied on such parcel and the denominator of which is the maximum amouni of Special Taxes that may 
be levied on all parcels of Undeveloped Property. 

"District'' means Community Facililies Dislrict No. 3 (Liberty Slalion) established pursuant lo the Acl 
and the Resolution of Fonnation. 
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"Event of Default" means the "event of default" described in the Bond Indenture. 

"Fair Market Value" means the value of each Assessor's Parcel of Developed Property and 
Undeveloped Property as delennined by the appraiser selected by the District, which value shall be of (i) the 
fee simple estate for all Assessor's Parcels owned in fee by the entity subject to the Special Tax; and (ii) the 
leasehold estate for all Assessor's Parcels where the imeresi subject to the Special Tax is a leasehold estate. 

"Final Map" means (a) a final map, lot line adjustment, or parcel map, or portion ihereof, approved by 
the Cily pursuani to Ihe Subdivision Map Ad (California Govemmenl Code Section 66410 etseq.) and 
recorded with the Coumy Recorder that creates individual lots for which building pennits may be issued; or 
(b) for condominiums, a final map, or portion thereof, approved by the Cily and a condominium plan recorded 
pursuani to California Civil Code Section 1352 thai creates individual lots for which building penniis may be 
issued. 

"Fiscal Year" means the period beginning on July 1 of each year and ending on the nexl following 
June 30. 

"Fitch" means Fitch Ratings, Inc., a corporation organized and existing under the laws of Ihe State of 
New York, its successors and assigns. 

"Gross Taxes" means the amount of all Special Taxes received by the District, including any Special 
Taxes collected from the sale of property pursuani lo the foreclosure provisions ofthe Bond Indenlure forthe 
delinquency of such Special Taxes remaining after the paymeni of all cosls related to such foreclosure actions. 

"Independent Financial Consultant" means a financial consullanl or firm ofsuch consultants generally 
recognized to be well qualified in ihe financial consulting field, appointed and paid by the District, who, or 
each of whom: 

(a) is in fad independent and noi under the domination ofthe Dislrict; 

(b) does not have any substantial inleresl, direcl or indirect, in the Dislrict; and 

(c) is nol connecied wilh ihe Dislricl as a member, officer or employee of the Dislrict, 
but who may be regularly retained to make annual or olher reports lo the Dislricl. 

"Imeresi Account" means the accounl by lhal name creaied and established in (he Special Tax Fund 
pursuant to the Bond Indenture. 

"Inlerest Paymeni Dale" means each March 1 and September 1, commencing on Seplember 1. 2008; 
provided, however, that, if any such day is not a Business Day, interest up to the Inleresl Payment Dale will be 
paid on the Business Day nexl succeeding such date. 

"Investment Agreement" means one or more agreements for the investment of funds ofthe Dislrict 
complying with the criteria therefor as set forth in the definition of Authorized Investments in the Bond 
Indenture. 

"Maximum Annual Debl Service" means Ihe maximum sum obtained for any Bond Year prior to the 
final maturity of ihe Bonds and any Parily Bonds by adding the following for each Bond Year: 

(a) ihe principal amount of al! Outstanding Bonds and Parity Bonds payable in such 
Bond Year either at maturity or pursuani io a Sinking Fund Paymeni; and 
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(b) the interesl payable on the aggregate principal amouni of al! Bonds and Parity Bonds 

Outstanding in such Bond Year if ihe Bonds and Parity Bonds are retired as scheduled. 

"Moody's" means Moody's Investors Service, its successors and assigns. 

"Net Taxes" means Gross Taxes minus amounts set aside to pay Administrative Expenses. 

"Nominee" shall mean the nominee ofthe Depository, which may be the Depository, as delennined 
from time to lime pursuani to the Bond Indenture. 

"Ordinance" means Ordinance No. O-19078 adopted by the legislative body ofthe Dislricl on July 8, 
2002, providing for the levying ofthe Special Tax. 

"Outstanding" or "Oulslanding Bonds and Parity Bonds" means al! Bonds and Parily Bonds 
theretofore issued by the District, excepi: 

(a) Bonds and Parily Bonds theretofore cancelled or surrendered for cancellation in 
accordance with the Bond Indemure; 

(b) Bonds and Parity Bonds paid or deemed to have been paid wilhin the meaning of the 
Bond Indemure or Bonds and Parily Bonds called for redemption for which monies shall have been theretofore 
deposited in tmst, as provided in the Bond Indenture or any applicable Supplemental Indenlure for Parity 
Bonds; and 

(c) Bonds and Parily Bonds which have been surrendered lo Ihe Tmstee for transfer or 
exchange pursuant to the Bond Indenlure or for which a replacement has been issued pursuani to the Bond 
Indenture. 

"Overlapping Debt" means with respect lo any parcel wilhin ihe District, the sum of (a) ihe aggregate 
amount of all unpaid assessments which are a lien on such parcel and which are pledged to secure the 
repaymenl of bonds, plus (b) a portion of ihe principal amouni of any outstanding bonds of other community 
facilities districts which are payable al leasl partially from special laxes lo be levied on such parcel (the "Olher 
CFD Bonds") delermined by multiplying the aggregate principal ainount of the Other CFD Bonds by a 
fraction, the numerator of which is the ainount of special laxes levied for the Other CFD Bonds on such parcel 
and the denominator of which is the tolal amouni of special laxes levied for the Other CFD Bonds on all 
parcels of property which are subjed to the levy of such special laxes, based upon infonnation which is 
available for the then current Fiscal Year. 

"Parity Bonds" means al! bonds, notes or other similar evidences of indebtedness issued, payable out 
of ihe Net Taxes and which, as provided in the Bond Indenture or any Supplemental Indenture, rank on a parity 
with the Bonds. Parity Bonds include the District's Special Tax Bonds Series A of 2006. 

"Participants" shall mean those broker-dealers, banks and other financial institutions from time lo lime 
for which the Depository holds Bonds or Parily Bonds as a securities depository. 

"Person" means natural persons, firms, corporaiions, partnerships, associations, trusts, public bodies 
and other entities. 

"Prepayments" means any amounts paid by the District to the Tmstee and designated by the Distrid 
as a prepaymenl of Special Taxes for one or more parcels in the Districi made in accordance wilh the Rale and 
Method of Apportionmenl of Special Taxes for each of Improvement Area No. 1 and Improvemenl Area No. 2 
ofthe Districi. 
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"Principal Account" means ihe accounl by that name created and established in the Special Tax Fund 
pursuani to the Bond Indenture. 

"Principal Office of ihe Trustee" means Ihe office ofthe Truslee located in Los Angeles, California, or 
such other office or offices as the Trustee may designate from lime to time, or Ihe office of any successor 
Tmslee where it principally conducts iis business of serving as tmslee under Bond Indenture pursuant to which 
municipal or governmental obligalions are issued. 

"Projeel" means those public facilities described in the Resolution Formation which are lo be acquired 
or constmcted within and ouiside ofthe Dislrict, including all engineering, planning and design sen'ices and 
other incidental expenses related io such facililies and oiher facililies, if any, auihorized by the qualified 
electors within the Districi from lime to lime. 

"Projed Costs" means ihe amounts necessary to finance the Projeel. io creale and replenish any 
necessary resen'e funds, to pay the initial and annual costs associated wilh the Bonds or any Parity Bonds, 
including, but not limited to, remarketing, credil enhancement, Tmslee and other fees and expenses relaling lo 
ihe issuance of the Bonds or any Parity Bonds and the fonnation of the Dislricl, and lo pay any other 
"incidental expenses" ofthe District, as such lerm is defined in the Act. 

"Rale and Method of Apportionment of Special Taxes" means, as applicable, Ihe Rate and Meihod of 
Apportionment of Special Taxes for Improvement Area No. 1 and the Rate and Method of Apportionment for 
Improvement Area No. 2 in the fonn attached to (he Resolulion of Fonnation. 

"Raiing Agency" means Moody's. Standard & Poor's and Fitch, or all, as the context requires. 

"Rebate Accounl" means the account by that name creaied and established in ihe Rebate Fund 
pursuant to the Bond Indemure. 

"Rebate Fund" means the fund by that name established pursuani lo the Bond Indemure in which there 
are established the Accounls described in the Bond Indenture. 

"Rebate Regulations" means any final, temporary or proposed Regulations promulgated under 
Section 148(f) of the Code. 

"Record Dale" means the fifteenth day of Ihe month preceding an Inleresl Paymeni Date, regardless of 
whether such day is a Business Day. 

"Redemplion Account" means the accounl by lhat name created and established in the Special Tax 
Fund pursuani lo the Bond Indenlure. 

"Regulations" means the regulations adopted or proposed by the Department of Treasury from time to 
time with respect to obligalions issued pursuani lo Seciion 103 ofthe Code. 

"Representation Letter" shall mean lhal certain Blanket Letter of Representations from the Dislricl and 
the Paying Agent to ihc Depository in the fonn required by the Depository in order lo have the Bonds and any 
Parily Bonds held in Ihe Depository's book-entry system. 

"Reserve Account" means the accounl by lhat name created and established in the Special Tax Fund 
pursuant lo the Bond Indenlure. 

"Reserve Requirement" means that amount as of any dale of calculation equal to the lesser of (a) 10% 
ofthe inilial principal amount ofthe Bonds and Parily Bonds, if any; (b) Maximum Annual Debt Sen'ice on 
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the then Outstanding Bonds and Parity Bonds, if any; and (c) 125% of average Annual Debl Service on the 
then Outstanding Bonds and Parity Bonds, if any. 

"Resolution of Formation" means Resolution No. R-296710 adopted by the City Council ofthe City 
on June 25, 2002, pursuant lo which Ihe City fonned the District. 

"Sinking Fund Payment" means ihe annual paymeni io be deposited in the Redemplion Accounl to 
redeem a portion of the Tenn Bonds in accordance with the schedules set forth in the Bond Indenture and any 
annual sinking fund paymeni schedule to retire any Parily Bonds which are designated as Tenn Bonds. 

"Six-Month Period" means ihe period of time beginning on the Delivery Date of each issue of Bonds 
or Parily Bonds, as applicable, and ending six consecutive monlhs thereafler, and each six-month period 
thereafter until the latest maturity dale ofthe Bonds and the Parity Bonds (and any obligations that refund an 
issue ofthe Bonds or Parity Bonds). 

"Special Tax Consultant" means an individual or a finn retained by the Dislricl and engaged in the 
business of administering ihe levy of special taxes in community facililies districts. 

"Special Tax Fund" means Ihe fund by thai name created and established pursuant to the Bond 
Indenture. 

"Special Taxes" means the special taxes auihorized to be levied by the Dislricl on property within 
Improvemenl Area No. 1 and Improvement Area No. 2 of the Dislrict in accordance with the Ordinance, the 
Resolulion of Fonnation, the Act and the voter approval obtained al the June 25, 2002, election in the District, 
(excluding such special taxes levied by the Districi prior lo Fiscal Year 2006-07) including any scheduled 
payments and any Prepayments thereof and (he nel proceeds ofthe redemption or sale of property sold as a 
result of foreclosure of the lien of such special taxes to the amount of said lien, as such special taxes may be 
modified in accordance with the Acl and the Bond Indenture. Special Taxes shall not include any penalties 
and inleresl relaling to delinquent payments of Special Taxes. 

"Standard & Poor's" means Standard & Poor's Ratings Group, a division of McGraw-Hill, iis 
successors and assigns. 

"Supplemental Indenture" means any supplemenlal indenlure amending or supplementing the Bond 
Indenture. 

"Surplus Fund" means the fund by lhal name creaied and established pursuant lo Ihe Bond Indenture. 

"Tax Certificate" means Ihe certificale by that name lo be executed by the District on a Delivery Date 
to establish cenain fads and expectations and which contains certain covenants relevant to compliance with 
the Code. 

"Tax-Exempt" means, with reference lo an Authorized Investment, an Auihorized Investment the 
inleresl earnings on which are excludable from gross income for federal income tax purposes pursuant lo 
Sedion 103(a) of ihe Code, olher than one described in Section 57(a)(5)(C) of the Code. 

"Term Bonds" means the Term Bonds defined in the body of the Official Stalemenl and any tenn 
maturities of an issue of Parity Bonds as specified in a Supplemental Indenlure. 

"Trustee" means Wells Fargo Bank, National Associalion, a national banking associalion duiv 
organized and existing under the laws of the Uniled Stales, at its principal corporate tmst office in Los 
Angeles, Caiifomia, and its successors or assigns, or any other bank or tmst company which may at any time 
be substituted in its place as provided in the Bond Indenture and any successor ihereto. 
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"Undeveloped Property" shall have ihe meaning sel forth in the Rate and Meihod of Apportionmenl of 
Special Taxes. 

"Value of Developed Property" means for all Assessor's Parcels of Developed Property which are 
subject to the levy of the Special Taxes and nol delinqueni in ihe payment of any Special Taxes then due and 
owing, either (a) the Fair Markel Value, as ofthe date ofthe appraisal described below, ofsuch Assessor's 
Parcels of Developed Property, as estimated by an appraiser, who shall be a State of Caiifomia certified 
general real estate appraiser selected and employed by the Dislricl, in an appraisal perfonned within 
ninety (90) days preceding the date of such detennination based upon a methodology of valuation consistent 
with the Cily's policy for appraisals for community facilities districts, provided that, if deemed appropriale by 
ihe Appraiser, a mass appraisal methodology may be applied when valuing some or all of the Developed 
Property; or (b) the full cash value of any or all of such Assessor's Parcels of Developed Properly, including 
with respect to such Assessor's Parcels Ihe value of the improvements thereon, as sel forth on the lasl 
equalized assessment roll of the County Assessor of the Counly of San Diego. 

"Value of Districi Property" means for all parcels of property in the Districi which are subject to the 
levy ofthe Special Taxes and not delinquent in the payment of any Special Taxes then due and owing, either 
(a) the Fair Market Value, as ofthe dale ofthe appraisal described below, ofsuch Assessor's Parcels, as 
eslimated by an appraiser, who shall be a State of Caiifomia certified general real estate appraiser selected and 
employed by the District, in an appraisal perfonned within ninety (90) days preceding the date of such 
determination based upon a methodology of valuation consisleni wilh the City's policy for appraisals for 
community facililies districts, provided that a mass appraisal methodology may be applied when valuing 
Developed Property; or (b) the full cash value of any or all ofsuch Assessor's Parcels, including with resped 
to such Assessor's Parcels the value ofthe improvemenls ihereon, as set forth on the last equalized assessment 
roll ofthe Counly Assessor of ihe Counly of San Diego. 

"Value of Undeveloped Property" means for all Assessors Parcels of Undeveloped Property which 
are subject to the levy of ihe Special Taxes and nol delinqueni in the paymeni of any Special Taxes then due 
and owing, either (a) the Fair Market Value, as of the dale of the appraisal provided for below of such 
Assessor's Parcels of Undeveloped Property, as estimated by an appraiser, who shall be a Stale of Caiifomia 
certified general real estate appraiser selected and employed by the District, in an appraisal perfonned wilhin 
ninety (90) days preceding the dale ofsuch detennination based upon a methodology of valuation consisleni 
with Ihe Cily's policy for appraisals for community facililies districts; or (b) the full cash value of any or all of 
such Assessor's Parcels of Undeveloped Property, including with respect to such Assessors Parcels the value 
ofthe improvemems ihereon, as set forth on Ihe last equalized assessment roll ofthe Counly Assessor ofthe 
County of San Diego. 

BOND TERMS 

Type and Nature of Bonds and Parity Bonds. Neither the faith and credil nor the laxing power of 
ihe City, the Stale of Caiifomia, or any political subdivision ihereof oiher than the Districi is pledged to the 
payment of the Bonds or any Parity Bonds. Excepi for the Nel Taxes, no other laxes arc pledged to Ihe 
payment of Ihe Bonds or any Parity Bonds. The Bonds and any Parily Bonds are not general or special 
obligalions ofthe City nor general obligalions ofthe Dislricl, but are limited obligalions of ihe Districi payable 
solely from cenain amounts deposited by the Dislrict in the Special Tax Fund (exclusive ofthe Administrative 
Expense Accounl), as more fully described in the Bond Indenture. The Districl's limited obligation to pay the 
principal of, premium, if any, and inleresl on the Bonds and any Parily Bonds from amounts in the Special Tax 
Fund (exclusive ofthe Adminisiraiive Expense Accounl) is absolute and unconditional, free of deductions and 
withoul any abatement, offset, recoupment, diminution or set-off whatsoever. No Owner ofthe Bonds or any 
Parity Bonds may compel the exercise of the laxing power by ihe Districi (excepi as pertains to the Special 
Taxes) or the City or the forfeiture of any of their properly. The principal of and inlerest on the Bonds and any 
Parily Bonds and premiums upon the redemption thereof, if any, are not a debt of the City, the Stale of 
Caiifomia or any of its political subdivisions within the meaning of any constitutional or statulory limitation or 
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restriction. The Bonds and any Parity Bonds are not a legal or equitable pledge, charge, lien, or encumbrance 
upon any ofthe District's property, or upon any of its income, receipts or revenues, except the Nel Taxes and 
olher amounis in the Special Tax Fund (exclusive of the Administrative Expense Account) which are, under 
the tenns of the Bond Indenlure and the Act, set aside for the payment of the Bonds, any Parity Bonds and 
inlerest thereon and neither the members ofthe legislative body ofthe Dislrict or the City Council ofthe City 
nor any persons execuling the Bonds or any Parity Bonds, are liable personally on the Bonds or any Parity 
Bonds, by reason of their issuance. 

Nolwilhstanding anything lo the contrary contained in the Bond Indenture, the District shall not be 
required to advance any money derived from any source of income other than the Net Taxes for the payment of 
the inlerest on or the principal of the Bonds or any Parity Bonds, or for the perfonnance of any covenants 
contained therein. The Dislrict may, however, advance funds for any such purpose, provided that such funds 
are derived from a source legally available for such purpose. 

Equality of Bonds and Parity Bonds and Pledge of Net Taxes. Pursuani lo ihe Act and ihe Bond 
Indenlure, the Bonds and any Parily Bonds shall be equally payable from ihe Net Taxes and other amounis in 
ihe Special Tax Fund (exclusive of ihe Administrative Expense Account), without priorily for number, date of 
the Bonds or Parity Bonds, dale of sale, dale of execution, or dale of delivery, and the payment of the inlerest 
on and principal ofthe Bonds and any Parily Bonds and any premiums upon the redemption thereof, shall be 
exclusively paid from the Net Taxes and olher amounts in the Special Tax Fund (exclusive of the 
Administrative Expense Accounl), which are pledged and set aside for the payment of Ihe Bonds and any 
Parity Bonds. Amounts in the Special Tax Fund (other than the Administrative Expense Account therein) shall 
constitute a tmst fund held for ihe benefit ofthe Owners to be applied lo the payment ofthe inleresl on and 
principal of ihe Bonds and any Parily Bonds and so long as any ofthe Bonds and any Parity Bonds or inleresl 
thereon remain Outstanding shall nol be used for any olher purpose, excepi as pennitted by the Bond Indenlure 
or any Supplemenlal Indenlure. Notwithstanding any provision conlained in the Bond Indenture to the 
contrary. Net Taxes deposited in the Rebate Fund and the Surplus Fund shall no longer be considered to be 
pledged to the Bonds or any Parily Bonds, and none ofthe Rebate Fund, the Surplus Fund, the Acquisition and 
Constmclion Fund or the Administrative Expense Account of the Special Tax Fund shall be construed as a 
trust fund held for the benefit ofthe Owners. 

Nothing in the Bond Indenlure or any Supplemental Indenlure shall preclude: (i) subject lo Ihe 
limitaiions conlained under the Bond Indenture, ihe redemption prior to maturity of any Bonds or Parily Bonds 
subject to call and redemption and payment of said Bonds or Parily Bonds from proceeds of refunding bonds 
issued under the Acl or under any other law of ihe State of California; or (ii) the issuance, subject lo the 
limitations conlained in the Bond Indenture, of Parily Bonds which shall be payable from Net Taxes. 

Mutilated, Lost, Destroyed or Stolen Bonds or Parity Bonds. If any Bond or Parity Bond shall 
become mutilated, the Dislrict shall execule, and the Tmslee shall authenticate and deliver, a new Bond or 
Parity Bond of like tenor, dale, issue and maturity in exchange and substitution for the Bond or Parily Bond so 
mutilated, but only upon surrender to the Tmstee ofthe Bond or Parity Bond so mutilated. Every mutilated 
Bond or Parily Bond so sunendered to the Tmstee shall be cancelled by ihe Tmslee pursuani to the Bond 
Indenlure. If any Bond or Parity Bond shall be lost, destroyed or stolen, evidence ofsuch loss, destmction or 
theft may be submitted lo the Tmslee and, if such evidence is satisfactory lo the Tmslee and, if any indemnity 
satisfactory to the Tmslee shall be given, the Dislrict shall execule and the Tmslee shall authenticate and 
deliver, a new Bond or Parily Bond, as applicable, of like tenor, maturity and issue, numbered and dated as the 
Tmstee shall detennine in lieu of and in subsiituiion for the Bond or Parily Bond so lost, destroyed or stolen. 
Any Bond or Parity Bond issued in lieu of any Bond or Parily Bond alleged io be mutilated, lost, destroyed or 
stolen, shall be equally and proportionalely entitled to the benefils of (he Bond Indenture with all other Bonds 
and Parity Bonds issued under ihe Bond Indenlure. The Tmstee shall not treat bolh the original Bond or Parily 
Bond and any replacement Bond or Parity Bond as being Outstanding for the purpose of determining the 
principal amount of Bonds or Parily Bonds which may be executed, aulhenlicated and delivered under the 
Bond Indenture or for the purpose of detennining any percentage of Bonds or Parily Bonds Outstanding under 
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the Bond Indenture, but bolh ihe original and replacement Bond or Parity Bond shall be treated as one and the 
same. Notwithslanding any other provision of this paragraph, in lieu of delivering a new Bond or Parily Bond 
which has been mutilated, lost, desiroyed or slolen, and which has matured, the Tmstee may make payment 
with respect io such Bonds or Parity Bonds. 

Validity of Bonds and Parity Bonds. The validity of the authorization and issuance of the Bonds 
and any Parity Bonds shall not be affeded in any way by any defed in any proceedings taken by Ihe District 
for the financing ofthe Project, or by the invalidity, in whole or in part, of any contracts made by the Dislrict 
in connection therewith, and shall not be dependent upon the completion of the financing of the Proiect or 
upon the perfonnance by any Person of his obligation wilh respect to the Projed, and Ihe recital contained in 
the Bonds or any Parity Bonds that the same are issued pursuant to the Ad and other applicable laws of the 
State shall be conclusive evidence of their validity and ofthe regularity of their issuance. 

Transfers Outside Book-Entry System. In the event (a) the Depository detennines not io continue 
to act as securities depository for the Bonds; or (b) the Dislricl detennines lhal the Deposilory shall no longer 
so ad, then the Dislrict will discontinue the book-entry system with the Depository. If an Authorized 
Representative ofthe Districi fails to identify another qualified securiiies depository to replace the Depository 
then the Bonds so designated shall no longer be restricted to being registered in the registration books kept by 
the Tmslee in the name of ihe Nominee, but shall be registered in whatever name or names Persons 
transferring or exchanging Bonds shall designate, in accordance wilh the provisions ofthe Bond Indenture. 

Payments to the Nominee. Notwithstanding any olher provisions of the Bond Indenture to the 
contrary, so long as any Bond is registered in Ihe name of the Nominee, all payments with respect to principal, 
premium, if any, and interesl due with respect to such Bond and ail notices with respect lo such Bond shall be 
made and given, respeclively, as provided in the Representation Letter or as otherwise instmcted by the 
Depository. 

CREATION OF FUNDS AND APPLICATION OF PROCEEDS 

Creation of Funds; Application of Proceeds. The following funds and accounts are created and 
established and shall be maintained by the Tmstee: 

(a) The Community Facililies Dislricl No, 3 Special Tax Fund (the "Special Tax Fund") 
(in which there shall be established and creaied an Inlerest Account a Principal Accounl, a Redemplion 
Account, a Resen'e Accounl and an Administrative Expense Accounl). 

(b) The Communily Facililies Dislricl No. 3 Rebate Fund (the "Rebate Fund") (in which 
there shall be established a Rebate Account and an Alternative Penalty Accounl). 

(c) The Community Facilities Dislricl No. 3 Acquisition and Constmction Fund (the 
"Acquisition and Construction Fund") (in which there shall be established a Costs of Issuance Accounl and a 
Projeel Accounl). 

(d) The Community Facilities District No. 3 Surplus Fund (the "Surplus Fund"). 

The amounts on deposit in the foregoing funds, accounls and subaccounts shall be held by the Tmstee 
and the Tmslee shall invest and disburse the amounts in such funds, accounts and subaccounts in accordance 
wilh the provisions of Ihe Bond Indenlure and shall disburse investment earnings ihereon in accordance with 
the provisions ofthe Bond Indenture. 

In connection with the issuance of any Parily Bonds, the Tmslee, at the direction of an Authorized 
Represenlalive ofthe City, may create new funds, accounls or subaccounts, or may create additionai accounts 

C-13 
DOCSOC/l 247358vi4/022] 77-0104 



and subaccounts wilhin any of Ihe foregoing funds and accounls for the purpose of separately accouniing for 
the proceeds of Ihe Bonds and any Parity Bonds. 

The proceeds of the sale of the Bonds shall be received by Ihe Tmslee on behalf of the Dislricl and 
deposited and transferred as set forth in the Bond Indenture. 

Deposits to and Disbursements from Special Tax Fund. 

(a) Excepi for the portion of any Prepaymenl to be deposited lo the Redemption Account 
as specified in a Certificate of an Auihorized Representative, the Tmstee shall, on each dale on which the 
Special Taxes are received from the Districi, deposit the Special Taxes in the Special Tax Fund to be held in 
tmst for the Owners , other than as to amounts transferred to the Adminisiraiive Expense Accounl, the Rebate 
Fund and the Surplus Fund. The Tmslee shall transfer the Special Taxes on deposit in the Special Tax Fund 
on the dates and in Ihe amounts set forth in the following, in the following order of priority, to: 

(1) the Administrative Expense Accounl ofthe Special Tax Fund; 

(2) the Interesl Account ofllie Special Tax Fund; 

(3) the Principal Accounl ofthe Special Tax Fund; 

(4) the Redemption Account ofthe Special Tax Fund; 

(5) the Resen'e Accounl of ihe Special Tax Fund; 

(6) the Rebate Fund; and 

(7) the Surplus Fund. 

(b) At maturity of all ofthe Bonds and Parity Bonds and, after all principal and interest 
then due on the Bonds and Parily Bonds then Outstanding has been paid or provided for and any amounts 
owed to the Tmstee have been paid in full, moneys in the Special Tax Fund and any accounts in the Bond 
Indenlure may be used by the Districi for any lawful purpose. 

Administrative Expense Account of the Special Tax Fund. The Tmstee shall transfer from the 
Special Tax Fund and deposit in the Administrative Expense Account ofthe Special Tax Fund from time to 
time amounts necessary to make timely payment of Administrative Expenses as set forth in a Certificale of an 
Authorized Representative of the Districi; provided, however, that, excepi as set forth in the following 
sentence, the total amouni transferred in a Bond Year shall not exceed the Administrative Expenses Cap until 
such lime as there has been deposited to the Interest Accounl and the Principal Account an ainount, together 
with any amounts already on deposit in the Bond Indenture, lhat is sufficient to pay the inlerest and principal 
on all Bonds and Parity Bonds due in such Bond Year and lo restore the Resen'e Accounl to the Resen'e 
Requirement. Notwithstanding the foregoing, amounts in excess of the Administrative Expenses Cap may be 
transferred to the Administrative Expense Accounl to the extent necessary to colled delinquent Special Taxes. 
Moneys in ihe Administrative Expense Accounl ofthe Special Tax Fund may be invested in any Auihorized 
investments as directed in writing by an Authorized Representative ofthe Distrid and shall be disbursed as 
directed in a Certificate of an Authorized Represenlalive. 

Interest Account and Principal Account of the Special Tax Fund. The principal of and interest 
due on the Bonds and any Parity Bonds until maturity, other than principal due upon redemption, shall be paid 
by the Tmstee from the Principal Accounl and the Interesl Accounl ofthe Special Tax Fund, respeclively. For 
the purpose of assuring that the payment of principal of and interesl on the Bonds and any Parity Bonds will be 
made when due, after making the transfer required by the Bond Indenture, at least one Business Day prior to 
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each March 1 and Seplember 1, the Tmstee shall make the following transfers from the Special Tax Fund first 
to the Inleresl Account and then to the Principal Account; provided, however, thai to the exlenl lhal deposits 
have been made in Ihe Interest Account or the Principal Account from the proceeds ofthe sale of an issue of 
the Bonds, any Parity Bonds, or othenvise, Ihe transfer from the Special Tax Fund need not be made; and 
provided, further, lhal, if amounts in the Special Tax Fund (exclusive ofthe Reserve Account) are inadequate 
to make the foregoing transfers, then any deficiency shall be made up by transfers from the Resen'e Account: 

(a) To ihe Interesl Account, an amount such lhal the balance in ihe Interest Account one 
Business Day prior lo each Interest Payment Dale shall be equal to the insiailmeni of imeresi due on the Bonds 
and any Parity Bonds on said Interest Paymeni Dale and any insiailmeni of inlerest due on a previous Interest 
Payment Date which remains unpaid. Moneys in the Interest Account shall be used for the paymeni of interesl 
on the Bonds and any Parity Bonds as the same become due. 

(b) To the Principal Account, an amount such thai Ihe balance in the Principal Account 
one Business Day prior io September 1 of each year, commencing September 1, 2008, shall equal the principal 
paymeni due on ihe Bonds and any Parity Bonds maturing on such September 1 and any principal paymeni due 
on a previous Seplember 1 which remains unpaid. Moneys in the Principal Accounl shall be used for Ihe 
paymeni ofthe principal ofsuch Bonds and any Parity Bonds as the same become due at maturity. 

Redemption Account ofthe Special Tax Fund. 

(a) Wilh respect to each Seplember 1 on which a Sinking Fund Paymeni is due, after the 
deposits have been made to the Administrative Expense Accounl, the Interesl Account and ihe Principal 
Accounl of the Special Tax Fund as required by the Bond Indenture, the Tmslee shall nexl transfer into the 
Redemplion Account of the Special Tax Fund from the Special Tax Fund the amount needed lo make the 
balance in the Redemption Accounl one Business Day prior to each September 1 equal lo the Sinking Fund 
Paymeni due on any Outstanding Bonds and Parity Bonds on such September 1; provided, however, lhal, if 
amounis in the Special Tax Fund are inadequate to make the foregoing transfers, then any deficiency shall be 
made up by an immediate transfer from the Resen'e Accounl pursuani to the Bond Indenture. Moneys so 
deposited in the Redemption Account shall be used and applied by ihe Tmslee lo call and redeem Tenn Bonds 
in accordance with the Sinking Fund Paymeni schedules set forth in the Bond Indenture, and io redeem Parity 
Bonds in accordance wiih any Sinking Fund Paymeni schedule in the Supplemenlal Indenture for such Parily 
Bonds. 

(b) After making ihe deposits to ihe Adminisiraiive Expense Accounl, the Inleresl 
Account and ihe Principal Accounl ofthe Special Tax Fund and to the Redemption Account for Sinking Fund 
Paymenls then due pursuani to the preceding paragraph, and in accordance with the Districl's election to call 
Bonds for optional redemption as set forth in the Bond Indenlure, or lo call Parily Bonds for optional 
redemplion as set forth in any Supplemental Indenlure for Parity Bonds, ihe Tmslee shall transfer from the 
Special Tax Fund and deposit in the Redemption Accounl moneys available for ihe purpose and sufficiem to 
pay the principal and the premiums, if any, payable on the Bonds or Parily Bonds called for optional 
redemption; provided, however, that amounts in ihe Special Tax Fund (olher lhan the Administrative Expense 
Account in ihe Bond Indenlure) may be applied to optionally redeem Bonds and Parily Bonds only if 
immediately following such redemption the amount in the Reserve Account will equal the Reserve 
Requirement. 

(c) Prepayments deposited to the Redemplion Account shall be applied on ihe 
redemplion date established pursuani to ihe Bond Indenlure for ihe use ofsuch Prepayments lo the payment of 
the principal of, premium, and inleresl on the Bonds and Parily Bonds lo be redeemed with such Prepayments. 

(d) Moneys set aside in Ihe Redemplion Account shall be used solely for the purpose of 
redeeming Bonds and Parily Bonds and shall be applied on or afier the redemption date to the payment of 
principal of and premium, if any, on the Bonds or Parily Bonds to be redeemed upon presentaiion and 
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surrender of such Bonds or Parity Bonds and in the case of an optional redemption or an extraordinary 
redemption from Prepayments lo pay the interesl ihereon; provided, however, thai in lieu or panially in lieu of 
such call and redemplion, moneys deposited in the Redemplion Account may be used io purchase Outstanding 
Bonds or Parity Bonds in the manner provided in Ihe Bond Indenlure. Purchases of Outstanding Bonds or 
Parily Bonds may be made by the Dislrict at public or private sale as and when and at such prices as the 
Distrid may in its discretion detennine but only at prices (including brokerage or other expenses) nol more 
than par plus accmed interest, plus, in the case of moneys sel aside for an optional redemplion or an 
extraordinary redemption, the premium appiicable at the next following call date according to the premium 
schedule established pursuant to the Bond indenture, or in the case of Parity Bonds the premium established in 
any Supplemental Indenture. Any accmed inleresl payable upon the purchase of Bonds or Parity Bonds may 
be paid from the amount resen'ed in the Interesl Account of the Special Tax Fund for the payment of inleresl 
on the next following Interest Payment Date. 

Reserve Account ofthe Special Tax Fund. There shall be maintained in the Resen'e Accounl ofthe 
Special Tax Fund an amouni equal to the Resen'e Requirement. The amounts in Ihe Reserve Accounl shall be 
applied as follows: 

(a) Moneys in the Reserve Account shall be used solely for the purpose of paying the 
principal of, including Sinking Fund Payments, and inleresl on ihe Bonds and any Parily Bonds when due in 
the event that Ihe moneys in the Inleresl Accounl and the Principal Accounl of the Special Tax Fund are 
insufficient therefor or moneys in the Redemplion Accounl ofthe Special Tax Fund are insufficient lo make a 
Sinking Fund Payment when due and for the purpose of making any required transfer lo the Rebate Fund upon 
written direction from the District. If the amounis in the Interest Account, the Principal Account or ihe 
Redemplion Account of the Special Tax Fund are insufficient lo pay ihe principal of, including Sinking Fund 
Payments, or inlerest on the Bonds or Parily Bonds when due, or amounts in the Special Tax Fund are 
insufficienl to make transfers to the Rebate Fund when required, the Tmstee shall withdraw from the Reserve 
Account for deposit in the Inlerest Account, the Principal Accounl or the Redemption Account of the Special 
Tax Fund or the Rebate Fund, as applicable, moneys necessary for such purposes. 

(b) Whenever moneys are withdrawn from the Resen-e Accounl, after making the 
required transfers lo the Adminisiraiive Expense Account, the Inleresl Accounl, ihe Principal Account and the 
Redemplion Account, the Tmstee shall transfer lo the Resen'e Accounl from available moneys in the Special 
Tax Fund, or from any other legally available funds which ihe Districi elects to apply to such purpose, the 
amount needed to restore the amouni of such Resen'e Accounl to the Resen-e Requirement. Moneys in the 
Special Tax Fund shall be deemed available for transfer lo the Reserve Account only if the Tmslee detennines 
that such amounts will not be needed to make the deposits required to be made to the Administrative Expense 
Account, the Interest Accounl, the Principal Account or the Redemption Account ofthe Special Tax Fund on 
or before the next September 1. If amounts in the Special Tax Fund together wilh any olher amounis 
transferred to replenish the Resen-e Account are inadequate lo restore the Resen'e Accounl to the Resen'e 
Requirement, then the Dislrict shall include the amount necessary fully to restore the Reserve Accounl to the 
Reserve Requirement in the nexl annual Special Tax levy to the extent ofthe maximum pennitted Special Tax 
rales. 

(c) In connection wilh an optional or extraordinary redemption of Bonds pursuant the 
Bond Indenture or Parity Bonds in accordance wiih any Supplemental Indenlure, or a partial defeasance of 
Bonds in accordance wilh the Bond Indenlure, or Parity Bonds, amounts in the Resen'e Account may be 
applied lo such redemption or partial defeasance so long as the amouni on deposit in ihe Resen'e Accounl 
following such redemplion or partial defeasance equals the Resen'e Requirement. The Districi shall set forth 
in a Certificale of an Auihorized Representative the amount in the Resen'e Accounl to be transfened lo the 
Redemption Accounl on a redemplion dale or lo be transferred pursuani to the Bond Indenture to partially 
defease Bonds, and the Tmslee shall make such transfer on the applicable redemplion or defeasance date, 
subject lo the limitation in the preceding sentence. 
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(d) To Ihe exlenl thai the Reserve Account is at the Reserve Requirement as ofthe first 
day ofthe final Bond Year for the Bonds or an issue of Parity Bonds, amounts in the Resen'e Accounl may be 
applied lo pay the principal of and interest due on the Bonds and Parily Bonds, as applicable, in ihe final Bond 
Year for such issue. Moneys in the Resen'e Account in excess ofthe Resen'e Requirement not transferred in 
accordance with the preceding provisions ofthe Bond Indenture shall be withdrawn from the Resen-e Accounl 
on the Business Day before each March 1 and Seplember 1 and shall be transferred for deposit in the Projeel 
Account of the Acquisition and Conslmction Fund until all amounts have been disbursed from the Acquisition 
and Conslmction Fund, and the Tmstee has received a Certificale of an Auihorized Represenlalive of ihe 
District pursuant io ihe Bond Indenture, and thereafter to the Interesl Accounl ofthe Special Tax Fund-

Rebate Fund. The Tmstee shall establish and maintain a fund separate from any other fund 
established and maintained under the Bond Indenture designated as the Rebate Fund and shall establish a 
separate Rebate Account and Altemative Penally Account in ihe Bond Indenture. All money at any lime 
deposited in ihe Rebate Account or the Allemalive Penalty Accounl of ihe Rebate Fund shall be held by the 
Tmslee in irusl, for paymeni lo the Uniled Stales Treasury. A separate subaccount ofthe Rebate Accounl and 
the Aliemale Penally Accounl shall be established for the Bonds and each issue of Parily Bonds the inleresl on 
which is excluded from gross income for federal income tax purposes. All amounts on deposit in the Rebate 
Fund with respect io the Bonds or an issue of Parily Bonds shall be governed by the Bond Indenture and the 
Tax Certificate for such issue, unless the District obtains an opinion of Bond Counsel lhal the exclusion from 
gross income for federal income tax purposes of interesl payments on the Bonds and Parity Bonds will not be 
adversely affeded if such requirements are nol satisfied. 

Surplus Fund. After making the transfers required by the Bond Indenture, as soon as practicable 
after each September 1, and in any event prior io each Oclobcr I, ihe Tmstee shall transfer alt remaining 
amounts in the Special Tax Fund to ihe Surplus Fund, unless on or prior lo such dale il has received a 
Certificate of an Authorized Representative directing, (a) that certain amounts be retained in the Special Tax 
Fund because the District has included such amounis as being available in the Special Tax Fund in calculating 
the amouni of the levy of Special Taxes for such Fiscal Year pursuani to the Bond Indenture; or (b) that 
certain amounts be transferred to the Projeel Accounl of ihe Acquisiiion and Constmclion Fund because such 
amounis were included in the levy of Special Taxes for ihe previous Fiscal Year to pay for ihe acquisition or 
constmclion of the Project; provided, however, thai, if a transfer is made to the Projeel Account and 
unexpended proceeds ofthe Bonds or an issue of Parity Bonds remain in the Projeel Account, the Tmstee shall 
establish a Subaccount of the Projed Accounl for amounis transferred from the Surplus Fund. Moneys 
deposited in the Surplus Fund will be transfemed by the Tmslee at the direction of an Authorized 
Representative ofthe District (i) io the Interesl Accounl, the Principal Account or the Redemplion Accounl of 
the Special Tax Fund to pay Ihe principal of, including Sinking Fund Paymenls, premium, if any, and inleresl 
on the Bonds and any Parily Bonds when due in the event lhal moneys in the Special Tax Fund and the 
Resen'e Accounl of the Special Tax Fund are insufficient therefor; (ii) to the Resen'e Accounl in order to 
replenish the Resen'e Accounl to the Resen-e Requirement; (iii) to the Administrative Expense Account ofthe 
Special Tax Fund io pay Administrative Expenses lo the extent thai the amounis on deposit in the 
Adminisiraiive Expense Accounl of the Special Tax Fund are insufficient to pay Adminisiraiive Expenses; 
(iv) to the Project Accounl ofthe Acquisition and Construclion Fund to pay Project Cosls; or (v) for any other 
lawful purpose of ihe Districi. 

The amounis in the Surplus Fund are not pledged lo the repaymenl ofthe Bonds or (he Parity Bonds 
and may be used by Ihe Dislrict for any lawful purpose. In the evenl that the Dislricl reasonably expects to use 
any portion of ihe moneys in Ihe Surplus Fund lo pay debt service on any Outstanding Bonds or Parily Bonds, 
the Districi will notify Ihe Tmslee in a Certificate of an Authorized Representative and the Tmstee will 
segregate such amouni into a separate subaccount and the moneys on deposit in such subaccount ofthe Surplus 
Fund shall be invested at the written direction of (he Dislricl in Authorized Invesimenls ihe interesl on which is 
excludable from gross income under the Code (other lhan bonds Ihe inleresl on which is a tax preference item 
for purposes of computing the allemalive minimum tax of individuals and corporaiions under (he Code) or in 
Authorized Investments at a yield noi in excess ofthe yield on Ihe issue of Bonds or Parity Bonds to which 
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such amounts are to be applied, unless, in the opinion of Bond Counsel, investment at a higher yield will nol 
adversely affeci the exclusion from gross income for federal income tax purposes of inleresl on the Bonds or 
any Parily Bonds which were issued on a lax-exempt basis for federal income tax purposes. 

Acquisition and Construction Fund. 

(a) The moneys in the Cosls of Issuance Accounl of the Acquisition and Constmction 
Fund shall be disbursed by the Tmslee pursuant to a Certificate of an Authorized Representative of the 
Districi. On the earlier of six monlhs after the Delivery Date, or the date of receipi by the Tmstee of written 
direction by an Authorized Representative of Ihe Dislrict, any balance remaining in the Cosl of Issuance 
Account shall be transferred for deposit in the Projed Account. 

(b) The Tmstee shall hold the moneys in the Project Accounl of the Acquisition and 
Constmction Fund and shall apply such moneys to pay the Projeel Cosls. Amounts for Proiecl Costs shal! be 
disbursed by the Tmslee on behalf of ihe Distrid from Ihe Project Accounl of the Acquisition and 
Constmction Fund as specified in a Request for Disbursement of Projeel Cosls, subsiamially in the fonn of 
attached to the Bond Indenture, which must be submitted by an Authorized Representative ofthe Dislricl lo the 
Tmslee in connection with each requesled disbursement. 

(c) Upon receipt ofa Certificale of an Authorized Representative ofthe Dislricl staling 
that all or a specified portion ofthe amouni remaining in the Acquisition and Constmction Fund is no longer 
needed lo pay Projeel Costs, the Dislrict shall transfer all or such specified portion, as applicable, of ihe 
moneys remaining on deposit in the Projeel Accounl to the Principal Accounl or Redemption Accounl ofthe 
Special Tax Fund or to the Surplus Fund, as directed in the Certificate, provided that in connection with any 
direction to transfer amounts to the Surplus Fund (here shall have been delivered to the Truslee with such 
Certificale an opinion of Bond Counsel to the effect that such transfer to the Surplus Fund will not adversely 
affeci the exclusion from gross income for federal income tax purposes of imeresi on ihe Bonds or any Parity 
Bonds which were issued on a tax-exempt basis for federal income tax purposes. 

Investments. Moneys held in any ofthe Funds, Accounts and Subaccounts under the Bond Indenture 
shall be invested at the writlen direction of an Auihorized Representative of the Dislricl in accordance wiih the 
limitations set forth below only in Authorized Invesimenls which shall be deemed al all times lo be a part of 
such Funds, Accounls and Subaccounts. Any loss resulting from such Auihorized Invesimenls shall be 
credited or charged lo the Fund, Accounl or Subaccount from which such investment was made, and any 
investment earnings on a Fund, Accounl or Subaccount shall be applied as follows: (i) investment earnings on 
all amounts deposited in the Acquisition and Construdion Fund, the Special Tax Fund, the Surplus Fund and 
the Rebate Fund and each Account therein (olher than the Reserve Accounl ofthe Special Tax Fund) shall be 
deposited in those respedive Funds and Accounls, and (ii) investment earnings on all amounts deposited in the 
Resen-e Accounl shall be applied as set forth in the Bond Indenture. Moneys in the Funds, Accounls and 
Subaccounts held under the Bond Indemure may be invested by the Tmstee as directed in wriling by the 
Districi, from lime lo lime, in Auihorized Investments subjed to the following restrictions: 

(a) Moneys in ihe Acquisiiion and Conslmction Fund shall be invested in the Auihorized 
Investments which will by iheir tenns mature, or in the case of an Investment Agreement are available for 
withdrawal without penalty, as close as practicable to the dale the District estimates the moneys represented by 
the particular investment will be needed for withdrawal from the Acquisition and Constmction Fund. 
Notwithstanding anything in the Bond Indenture to the contrary, amounis in ihe Acquisition and Constmction 
Fund three ycars after the Delivery Dale for the Bonds, and the proceeds of each issue of Parily Bonds issued 
on a tax-exempt basis which are remaining on deposit in the Acquisiiion and Conslmction Fund on the date 
which is three years following the Delivery Dale ofsuch issue of Parily Bonds, shall be invested by the Districi 
only in Authorized Investments, the inlerest on which is excluded from gross income under Section 103 of the 
Code (olher than bonds the imeresi on which is a tax preference item for purposes of compuling the alternative 
minimum tax of individuals and corporations under the Code), or in Authorized Investments al a yield not in 
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excess ofthe yield on Ihe issue of Bonds or Parily Bonds from which such proceeds were derived; unless in the 
opinion of Bond Counsel such restriction is not necessary to prevenl inleresl on the Bonds or any Parily Bonds 
which were issued on a tax-exempt basis for federal income tax purposes from being included in gross income 
for federal income lax purposes. 

(b) Moneys in the Interest Account, the Principal Accounl and the Redemplion Accounl 
ofthe Special Tax Fund shall be invested only in Authorized Invesimenls which will by iheir tenns mature, or 
in the case of an Investment Agreement are available for withdrawal withoul penalty, on such dates so as to 
ensure the payment of principal of, premium, if any, and interest on the Bonds and any Parity Bonds as the 
same become due. 

(c) Monies in the Reserve Accounl of the Special Tax Fund may be invested only in 
Auihorized Invesimenls which, taken together, have a weighted average maturity not in excess of five years; 
provided that such amounts may be invested in an Investment Agreement to the later of the final maturity of 
the Bonds or any Parity Bonds so long as such amounis may be withdrawn at any lime, without penally, 
for application in accordance with the Bond Indenture; and provided lhat no such Auihorized Inveslmenl of 
amounts in the Resen'e Accounl allocable to the Bonds or an issue of Parity Bonds shall mature later than the 
respective final maturity date ofthe Bonds or Ihe issue of Parity Bonds, as applicable. 

(d) Moneys in the Rebate Fund shall be invested only in Authorized Investments ofthe 
type described in clause (a) of the definition thereof which by their tenns will mature, as nearly as practicable, 
on the dales such amounis are needed to be paid to the Uniled Stales Govemment or in Authorized Investments 
ofthe lype described in clause (d) ofthe definition ihereof. 

(e) In the absence of writlen investment directions from the Districi, the Tmstee shall 
invest solely in Authorized Investments specified in clause (d) or (m) ofthe definition thereof. 

The Tmslee shall sell, or present for redemption, any Authorized Inveslmenl whenever it may 
be necessary to do so in order lo provide moneys to meet any paymeni or transfer to Ihe Funds and Accounts 
established under the Bond Indenlure or from such Funds and Accounts. For the purpose of detennining at 
any given time the balance in any such Funds and Accounls, any such investments constituting a part ofsuch 
Funds and Accounts shall be valued al their cost, excepi lhat amounts in the Resen'e Account shall be valued 
al the market value ihereof at least semiannually on or before each Inleresl Payment Date. In making any 
valuations under the Bond Indenture, the Tmslee may utilize such computerized securiiies pricing services as 
may be available io il, including, without limitation, those available ihrough its regular accounting system, and 
conclusively rely thereon. Notwithstanding anything in Ihe Bond Indenture lo the contrary; the Tmslee shall 
nol be responsible for any loss from investments, sales or transfers undertaken in accordance with the 
provisions ofthe Bond Indenture. 

The Tmslee or an affiliate may act as principal or agenl in the making or disposing of any 
investment and shall be enlitled to iis customary fee for such inveslmenl. The Tmstee may sell al the best 
market price obtainable, or present for redemplion, any Auihorized Inveslmenl so purchased whenever it shall 
be necessary to provide moneys to meet any required payment, transfer, withdrawal or disbursement from the 
Fund or Account to which such Authorized Investment is credited, and, subject lo ihe provisions ofthe Bond 
Indenture, the Tmstee shall noi be liable or responsible for any loss resulting from such inveslmenl. For 
inveslmenl purposes, the Tmstee may commingle the Funds and Accounls established under the Bond 
Indenlure, bul shall account for each separately. 

The Dislrict acknowledges lhat, to ihe extent regulations ofthe Complroiler of the Currency 
or olher applicable regulaioiy' enlity grant Ihe District the right to receive brokerage confinhations of security 
transactions as they occur, the District specifically waives receipt ofsuch confirmations lo the extent permitled 
by law. The Tmstee will furnish the Districi periodic cash transaction stalements which include detail for all 
investment transactions made bv the Tmstee under the Bond Indenlure. 
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COVENANTS AND WARRANTY 

Warranty'. The Dislricl shall preserve and protect the security pledged under the Bond Indenture to 
the Bonds and any Parily Bonds against all claims and demands of all persons. 

Covenants. So long as any of ihe Bonds or Parity Bonds issued under the Bond Indenlure are 
Outstanding and unpaid, the Districi has made the following covenants wilh the Bondowners under the 
provisions ofthe Act and the Bond Indenture (lo be perfonned by the District or its proper officers, agents or 
employees), which covenants are necessary and desirable Io secure the Bonds and Parity Bonds and tend to 
make them more marketable; provided, however, that said covenants do nol require the Dislrict to expend any 
funds or moneys other lhan the Special Taxes and olher amounts deposited to the Special Tax Fund: 

Pundual Paymeni; Againsl Encumbrances. The Dislricl has covenanted that it will receive all Special 
Taxes in tmsi for the Owners and will deposit all Special Taxes wilh the Tmstee promptly following their 
apportionment io the Districi, and the Dislricl shall have no beneficial right or interesl in the amounts so 
deposited except as provided by the Bond Indenture. All such Special Taxes shall be disbursed, allocated and 
applied solely to the uses and purposes set forth in the Bond Indenture, and shall be accounted for separately 
and apart from all other money, funds, accounts or other resources ofthe District. 

The Dislricl has covenanted lhal it will duly and punctually pay or cause to be paid the principal of 
and interesl on every Bond and Parily Bond issued under the Bond Indenlure, together wilh the premium, if 
any, ihereon on the date, at the place and in the manner sel forth in the Bonds and the Parity Bonds and in 
accordance with the Bond Indenture to the extent that Net Taxes and other amounis pledged under ihe Bond 
Indenlure are available therefor, and thai Ihe payments inlo the Funds and Accounts creaied under Ihe Bond 
Indenture will be made, all in strict confonnity with the lenns of the Bonds, any Parity Bonds, and the Bond 
Indenture, and lhat il will faithfully obsen-e and perfonn all of ihe conditions, covenants and requirements of 
the Bond Indenture and all Supplemental Indentures and ofthe Bonds and any Parily Bonds issued under the 
Bond Indenlure. 

The Dislricl will nol mortgage or othenvise encumber, pledge or place any charge upon any ofthe Net 
Taxes except as provided in the Bond Indemure, and will not issue any obligation or security having a lien or 
charge upon the Net Taxes superior to or on a parity wilh the Bonds, other than Parity Bonds. Nothing in the 
Bond Indemure shall prevenl the Dislricl from issuing or incurring indebledness which is payable from a 
pledge of Net Taxes which is subordinate in all respects lo the pledge of Net Taxes to repay ihe Bonds and the 
Parily Bonds. 

Lew of Special Tax. So long as any Bonds or Parity Bonds issued under the Bond Indenture are 
Oulslanding, the legislative body of the Dislricl covenants to levy the Special Tax up to the maximum 
pennitted rate as specified in the Raie and Meihod of Apportionment of Special Taxes in an amount sufficient, 
together with other amounis on deposit in the Special Tax Fund and available for such purpose, to pay (i) Ihe 
principal of and inleresl on ihe Bonds and any Parily Bonds when due; (ii) the Administrative Expenses; and 
(iii) any amounts required to replenish the Reserve Accounl of the Special Tax Fund to the Resen'e 
Requiremeni. The Distrid has further covenanted lhal it will lake no actions that would discontinue or cause 
the disconlinuance ofthe Special Tax levy or the Districl's auihority to levy the Special Tax for so long as the 
Bonds and any Parity Bonds are Outstanding. 

Commence Foreclosure Proceedings. The Dislricl has covenanted for the benefit ofthe Owners ofthe 
Bonds and any Parily Bonds thai it (i) will commence judicial foreclosure proceedings againsl Assessors 
Parcels with delinqueni Special Taxes in excess of $10,000 by the October 1 following the close of each Fiscal 
Year in which such Special Taxes were due; and (ii) will commence judicial foreclosure proceedings against 
all Assessor's Parcels wilh delinqueni Special Taxes by ihe October 1 following the close of each Fiscal Year 
in which it receives Special Taxes in an amouni which is less than 95% of the total Special Tax levied and the 
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amount on deposit in the Resen'e Account is at less lhan the Resen'e Requirement; and (iii) will diligently 
pursue such foreclosure proceedings until ihe delinqueni Special Taxes are paid. 

The Districi has covenanted lhat il will deposit the net proceeds of any foreclosure in the Special Tax 
Fund (olher lhan penally and interest proceeds relating lo any such delinquency) and will apply such proceeds 
remaining after the payment of Administrative Expenses lo make payments of principal and interest on the 
Bonds and any Parily Bonds then due and owing and to bring the amouni on deposit in the Reserve Account up 
to the Resen'e Requiremeni. 

Paymeni of Claims. The Dislricl will pay and discharge any and all lawful claims for labor, materials 
or supplies which, if unpaid, might become a lien or charge upon the Net Taxes or other funds in the Special 
Tax Fund (other lhan ihe Adminisiraiive Expense Account therein) or which might impair the security ofthe 
Bonds or any Parily Bonds then Outstanding; provided, however, that nothing contained in the Bond Indenlure 
shall require the Distrid to make any such payments so long as the Districi in good faith shall contesi the 
validity of any such claims. 

Books and Accounls. The Dislricl will keep proper books of records and accounls, separate from all 
olher records and accounts of the District, in which complele and corred entries shall be made of all 
transactions relating to the Project, the levy ofthe Special Tax and the deposits to the Special Tax Fund. Such 
books of records and accounts shall at all times during business hours be subject to the inspeclion of the 
Tmstee or of Ihe Owners of not less than 10% of the principal ainount of the Bonds or the Owners of not less 
lhan 10% of any issue of Parily Bonds then Outstanding or their represenlaiives authorized in writing. 

Federal Tax Covenants. Notwithstanding any olher provision of the Bond Indenlure, and absent an 
opinion of Bond Counsel thai Ihe exclusion from gross income for federal income tax purposes of inleresl on 
the Bonds and any Parity Bonds issued on a tax-exempt basis for federal income lax purposes will nol be 
adversely affected, the District has covenanted to comply with all applicable requirements of the Code 
necessary lo present such_ exclusion from gross income and specifically covenants, without limiting the 
generality of the foregoing, as follows: 

(a) Private Activity. The Districi will take no action or refrain from laking any action or 
make any use of the proceeds of the Bonds or any Parity Bonds or of any olher monies or property which 
would cause the Bonds or any Parily Bonds issued on a lax-exempt basis for federal income tax purposes lo be 
"private aclivily bonds" wilhin the meaning of Seciion 141 ofthe Code. 

(b) Arbilraae. The Districi will make no use of the proceeds of the Bonds or any Parily 
Bonds or of any other amounts or property, regardless of the source, or take any action or refrain from taking 
any action which will cause the Bonds or any Parity Bonds issued on a tax-exempt basis for federal income tax 
purposes to be "arbiirage bonds" wilhin the meaning of Sedion 148 ofthe Code. 

(c) Federal Guaranly. The Dislricl will make no use ofthe proceeds ofthe Bonds or any 
Parity Bonds or take or omil to lake any adion lhat would cause the Bonds or any Parily Bonds issued on a 
lax-exempl basis for federal income lax purposes to be "federally guaranteed" wilhin the meaning of 
Sedion 149(b) of the Code. 

(d) Infonnation Reporting. The Dislricl will take or cause to be taken all necessary 
action to comply wiih the infonnational reporting requirement of Section 149(e) ofthe Code.1 

(e) Hedge Bonds. The Districi will make no use ofthe proceeds of.the Bonds or any 
Parily Bonds or any olher amounis or property, regardless of the source, or take any adion or refrain from 
laking any action lhal would cause ihe Bonds or any Parily Bonds issued on a lax-exempt basis for federal 
income lax purposes to be considered "hedge bonds" within the meaning of Section 149(g) ofthe Code unless 
the Dislrict takes all necessary action to assure compliance wilh the requirements Section 149(g) ofthe Code to 
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maintain the exclusion from gross income for federal income lax purposes of interest on the Bonds and any 
applicable Parity Bonds, 

(f) Miscellaneous. The Districi will take no aclion or refrain from taking any action 
inconsislenl with its expedations slated in the Tax Certificate execuled on the Delivery Dale by the Dislrict in 
connection wilh the Bonds and any issue of Parity Bonds and will comply with the covenants and requirements 
stated in the Bond Indenture and incorporated by reference in the Bond Indenture. 

(g) Other Tax Exempt Issues. The District will nol use proceeds of other lax exempt 
securiiies lo redeem any Bonds or Parily Bonds withoul first obtaining the written opinion of Bond Counsel 
that doing so will not impair the exclusion from gross income for federal income lax purposes of inlerest on 
the Bonds and any Parily Bonds issued on a tax-exempt basis. 

(h) Subsequent Opinions. If the Dislricl obtains a subsequent opinion of Bond Counsel 
other than Stradling Yocca Carlson & Rauth, a Professional Coiporation ("SYCR"). where such opinion is 
required in connection with a change or amendmenl to the Bond Indenlure or the procedures sel forth in the 
Tax Certificale, il will obtain an opinion substanlially lo the effect originally delivered by SYCR lhal inlerest 
on the Bonds is excluded from gross income for federal income lax purposes. 

Reduction of Maximum Special Taxes. The Districi has covenanted, thai it shall not initiate 
proceedings lo reduce the maximum Special Tax rates for the Dislrict, unless, in connection therewith, (i) the 
District receives a certificate from one or more Independent Financial Consultants which, when taken together, 
certify lhat, on the basis of the parcels of land and improvements exisling in the Districi as of the July 1 
preceding the reduction, the maximum amouni of the Special Tax which may be levied on then existing 
Developed Property (as defined in the Rate and Method of Apportionment of Special Taxes then in effect each 
of Improvement Area No. I and Improvement Area No. 2 of the Dislricl) in each Bond Year for any Bonds 
and Parity Bonds Outstanding and expecied to be issued in the future will equal at least 110% ofthe sum ofthe 
estimated Administrative Expenses and gross debt sen'ice in each Bond Year on all Bonds and Parity Bonds to 
remain Outstanding and any Parily Bonds expected to be issued after the reduction is approved; (ii) ihe Distrid 
finds that any reduction made under such condilions will not adversely affect the interests ofthe Owners ofthe 
Bonds and Parily Bonds; and (iii) the District is not delinqueni in ihe paymeni ofthe principal of or inleresl on 
the Bonds or any Parity Bonds. For purposes of estimating Administrative Expenses for the foregoing 
calculation, the Independent Financial Consultants shall compute the Adminisiraiive Expenses for the cun'eni 
Fiscal Year and escalate lhal amount by 2% in each subsequent Fiscal Year through Fiscal Year 2013-14. 

Covenants to Defend. The Dislrict has covenanted lhat, in the event that any initiative is adopted by 
the qualified electors in the District which purports to reduce the maximum Special Tax below the levels 
specified in the Bond Indenture or to limit the power ofthe Distrid to levy the Special Taxes for the purposes 
set forth in the Bond Indenture, it will commence and pursue legal action in order lo preserve its ability lo 
comply with such covenants. 

Limitation on Right lo Tender Bonds. The Districi has covenanled lhal il will nol adopt any policy 
pursuani Io Section 53341.1 of the Ad pennitting the tender of Bonds or Parily Bonds in full paymeni or 
partial paymeni of any Special Taxes unless the Districi shall have first received a certificale from an 
Independent Financial Consullanl lhat the acceptance of such a lender will not result in the Dislrict having 
insufficienl Special Tax revenues to pay the principal of and interest on the Bonds and Parity Bonds when due. 

AMENDMENTS TO INDENTURE 

Supplemental Indentures or Orders Not Requiring Bondowner Consent. The Districi may from 
time lo time, and at any time, without notice lo or consent of any of Ihe Bondowners, adopl Supplemental 
Indentures for any ofthe following purposes: 
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(a) to cure any ambiguity, to correct or supplement any provisions in the Bond Indenture 
which may be inconsislenl with any olher provision in the Bond Indenture, or to make any olher provision wilh 
respect lo matters or questions arising under the Bond Indenture or in any Supplemental Indenlure, additional 
resolulion or order, provided lhal such aclion is not materially adverse to the interests ofthe Bondowners; 

(b) lo add to the covenants and agreements of and the limitaiions and the restrictions 
upon ihe District contained in the Bond Indenture, other covenants, agreements, limitations and restriclions to 
be obsen'ed by the Dislrict which are not contrary to or inconsislenl with the Bond Indenture as iherelofore in 
effect or which further secure Bond or Parity Bond payments; 

(c) to provide for the issuance of any Parity Bonds, and lo provide Ihe tenns and 
conditions under which such Parily Bonds may be issued, subjed to and in accordance with the provisions of 
the Bond Indenlure; 

(d) lo modify, amend or supplement the Bond Indenlure in such manner as lo pennii the 
qualification ihereof under the Tmst Indenture Ad of 1939, as amended, or any similar federal statute in effect, 
or to comply with the Code or regulations issued under the Bond Indenture, and to add such other lenns, 
conditions and provisions as may be pennitted by said acl or similar federal statute, and which shall nol 
materially adversely affeci the interests of ihe Owners ofthe Bonds or any Parily Bonds then Outstanding; 

(e) to modify, alter or amend the Rate and Method of Apportionment of the Special 
Taxes in any manner so long as such changes do not reduce the maximum Special Taxes that may be levied in 
each year on property within the Dislricl to an amouni which is less than thai required by the Bond Indenture; 
or 

(f) to modify, alter, amend or supplement the Bond Indenture in any other resped which 
is nol materially adverse lo the Bondowners. 

Supplemental Indentures or Orders Requiring Bondowner Consent. Exclusive of the 
Supplemenlal Indentures described in the Bond Indenture, the Owners of not less lhan a majority in aggregate 
principal amount ofthe Bonds and Parity Bonds Outstanding shall have ihe right to consent lo and approve the 
adoption by the Districi of such Supplemental Indentures as shall be deemed necessary or desirable by the 
Districi for the purpose of waiving, modifying, altering, amending, adding to or rescinding, in any particular, 
any ofthe tenns or provisions conlained in the Bond Indenlure; provided, however, thai nothing in the Bond 
Indenture shall pennit, or be constmed as pennitting; (i) an extension of (he maturity date ofthe principal, or 
the paymeni date of interest on, any Bond or Parity Bond; (ii) a reduction in the principal amount of, or 
redemption premium on, any Bond or Parity Bond or the rale of inlerest thereon; (iii) a preference or priorily 
of any Bond or Parily Bond over any olher Bond or Parity Bond; or (iv) a reduction in ihe aggregate principal 
amount of the Bonds and Parity Bonds the Owners of which are required to consent lo such Supplemenlal 
Indenture, without ihe consent ofthe Owners of all Bonds and Parily Bonds then Oulslanding. 

If al any time the Districi shall desire to adopt a Supplemental Indenlure, which pursuani to the tenns 
ofthe Bond Indenlure shall require the consent ofthe Bondowners, the Dislricl shall so notify the Tmstee and 
shall deliver to the Tmslee a copy of the proposed Supplemental Indenture. The Tmslee shall, at the expense 
ofthe Districi, cause nolice ofthe proposed Supplemental Indemure to be mailed, by first class mail, postage 
prepaid, to all Bondowners at their addresses as they appear in the Bond Register. Such nolice shall briefly set 
forth the nature of the proposed Supplemental Indenture and shall state that a copy ihereof is on file at the 
office of the Tmslee for inspeclion by all Bondowners. The failure of any Bondowners to receive such nolice 
shall not affect the validity ofsuch Supplemental Indenture when consented to and approved by the Owners of 
not less than a majority in aggregate principal amouni of the Bonds and Parily Bonds Outstanding as required 
by the Bond Indenture. Whenever al any lime wilhin one year after the date of Ihe first mailing of such nolice, 
the Tmstee shall receive an instrument or instmments purporting lo be execuled by the Owners of not less than 
a majority in aggregate principal ainount of the Bonds and Parity Bonds Oulslanding, which instmment or 
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instmments shall refer lo the proposed Supplemental Indenlure described in such notice, and shall specifically 
consent to and approve the adoption thereof by ihe Dislricl substantially in the fonn ofthe copy referred lo in 
such notice as on file wilh the Tmslee, such proposed Supplemental Indenture, when duly adopted by the 
Dislricl, shall thereafter become a part of the proceedings for the issuance of ihe Bonds and any Parity Bonds. 
In detennining whether the Owners ofa majority ofthe aggregate principal amount ofthe Bonds and Parity 
Bonds have consented lo the adoption of any Supplemental Indenture, provisions ofthe Bond Indenlure shall 
apply. 

Upon the adoption of any Supplemenlal Indenture and the receipt of consent to any such Supplemenlal 
Indenture from ihe Owners of nol less than a majority in aggregate principal ainount ofthe Outstanding Bonds 
and Parily Bonds in instances where such consent is required pursuant to the provisions ofthe Bond Indenture, 
the Bond Indenlure shall be, and shall be deemed lo be, modified and amended in accordance iherewith, and 
the respective rights, duties and obligalions under the Bond Indenture of the Dislrict and all Owners of 
Outstanding Bonds and Parity Bonds shall thereafter be detennined, exercised and enforced under Ihe Bond 
Indenture, subjed in all respects to such modifications and amendments. 

Notation of Bonds or Parity Bonds; Delivery of Amended Bonds or Parity Bonds. After the 
effedive date of any aclion taken as provided in the Bond Indenture, Ihe Dislrict may deiennine thai the Bonds 
or any Parity Bonds may bear a notation, by endorsement in fonn approved by the Dislrict, as to such adion, 
and in thai case upon demand of the Owner of any Outstanding Bond or Parity Bond at such effective dale and 
presentation of his Bond or Parily Bond for the purpose al the office ofthe Tmslee or al such additional offices 
as the Tmstee may select and designate for that purpose, a suitable notation as to such aclion shall be made on 
such Bonds or Parily Bonds. Ifthe District shall so detennine, new Bonds or Parity Bonds so modified as, in 
the opinion ofthe Districi, shall be necessary lo confonn to such action shall be prepared and execuled, and in 
lhal case upon demand ofthe Owner of any Outstanding Bond or Parily Bond at such effective date such new 
Bonds or Parity Bonds shall be exchanged at the office of the Tmslee or at such additional offices as the 
Tmstee may select and designate for that purpose, without cosl to each Owner of Outstanding Bonds or Parity 
Bonds, upon surrender ofsuch Outstanding Bonds or Parily Bonds. 

TRUSTEE 

Appointment and Powers of Trustee. Wells Fargo Bank, National Association shall be the Tmstee 
for the Bonds and any Parily Bonds unless and until another Tmslee is appointed by the Districi under the 
Bond Indenlure. The Districi may, al any time, appoint a successor Trustee satisfying the requirements ofthe 
Bond Indenlure for the purpose of receiving all money which the District is required to deposit with the 
Tmslee under the Bond Indenture and to allocate, use and apply the same as provided in the Bond Indenlure. 

The Tmslee is auihorized to and shall mail by first class mail, postage prepaid, or wire transfer in 
accordance with the Bond Indenture, interesl payments to the Bondowners, lo select Bonds and Parily Bonds 
for redemption, and to maintain the Bond Register. The Tmstee is auihorized lo pay the principal of and 
premium, if any, on the Bonds and Parity Bonds when the same are duly presented lo il for paymeni al 
maturity or on call and redemption, to provide for the registration of transfer and exchange of Bonds and Parity 
Bonds presented to il for such purposes, to provide for the cancellation of Bonds and Parily Bonds all as 
piovided in the Bond Indenlure, and lo provide for the authentication of Bonds and Parity Bonds, and shall 
perfonn all olher duties assigned lo or imposed on il as provided in the Bond Indenlure. The Tmslee shall 
keep accurate records of all funds administered by it and all Bonds and Parity Bonds paid, discharged and 
cancelled by it. 

The Tmslee is authorized lo redeem the Bonds and Parily Bonds when duly presented for paymeni at 
maturity, or on redemption prior to maturity. The Tmslee shall cancel all Bonds and Parity Bonds upon 
payment thereof in accordance with the provisions ofthe Bond Indemure. 
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The Dislricl shall indemnify and save the Tmstee, its officers, direclors, employees and agents, 
hannless againsl costs, claims, expenses and liabilities, including, without limitation, fees and expenses of its 
atlorneys, not arising from its own negligence or willful misconduct which it may incur in the exercise and 
perfonnance of its powers and duties under the Bond Indenlure. The foregoing obligation of the Dislricl lo 
indemnify the Tmslee shall survive ihe removal or resignation ofthe Tmstee or the discharge ofthe Bonds. 

Removal of Trustee. The Dislrict may al any time al its sole discreiion remove the Tmstee initially 
appointed, and any successor therelo, by delivering to the Tmslee a written notice of its decision to remove the 
Tmstee and may appoint a successor or successors therelo; provided lhat any such successor shall be a bank or 
tmst company having a combined capital (exclusive of borrowed capital) and surplus of at least $100,000,000, 
and subjed to supen'ision or examination by federal or state authority. Any removal shall become effective 
only upon acceptance of appointment by the successor Tmslee. If any bank or tmst company appointed as a 
successor publishes a repon of condition at leasl annually, pursuani to law or io the requirements of any 
supen'ising or examining auihority above refen-ed to, then for the purposes of the Bond Indenture the 
combined capital and surplus of such bank or trust company shall be deemed to be its combined capital and 
surplus as set forth in its most recent report of condition so published. Any removal of the Tmslee and 
appointment of a successor Tmstee shall become effective only upon acceptance of appointment by the 
successor Tmstee and nolice being senl by the successor Tmstee lo the Bondowners ofthe successor Trustee's 
identity and address. 

Resignation of Trustee. The Tmstee may ai any lime resign by giving written notice to the District 
and by giving to the Owners nolice ofsuch resignation, which notice shall be mailed to the Owners at their 
addresses appearing in the registration books in the office of the Tmstee. Upon receiving such notice of 
resignation, the Districi shall promptly appoint a successor Tmslee satisfying the criteria in the Bond Indenture 
by an instmment in writing. Any resignation or removal of ihe Tmslee and appointment of a successor Tmstee 
shall become effective only upon acceptance of appoinlmenl by the successor Trustee. 

Liability of Trustee. The recitals of fad and all promises, covenants and agreements conlained in the 
Bond Indenlure and in Ihe Bonds and any Parily Bonds shall be taken as statements, promises, covenants and 
agreements ofthe District, and the Tmslee assumes no responsibility for the correctness of Ihe same and makes 
no representations as lo the validity or sufficiency of the Bond Indenture, the Bonds or any Parity Bonds, and 
shall incur no responsibility in resped thereof, other than in connection wilh its duties or obligations 
specifically sel forth in the Bond Indenlure, in the Bonds and any Parily Bonds, or in the certificale of 
authentication assigned lo or imposed upon the Tmstee. The Tmstee shall nol be liable in connection with the 
perfonnance of its duties under the Bond Indenture, excepi for iis own negligence or willful misconduct. 

The Tmslee shall be proteded in acting upon any nolice, resolulion, request, consent, order, 
certificale, repon, Bond, Parily Bond or other paper or document believed by it to be genuine and to have been 
signed or presented by ihe proper parly or parties. The Tmstee may consult with counsel, who may be counsel 
to the District, wilh regard lo legal questions, and the opinion of such counsel shall be full and complele 
authorization and proteclion in resped of any aclion taken or suffered under the Bond Indenture in good failh 
and in accordance therewith. 

The Tmslee shall nol be bound to recognize any person as the Owner ofa Bond or Parily Bond unless 
and until such Bond or Parity Bond is submitted for inspection, if required, and his litle therelo saiisfactorily 
established, if disputed. 

Whenever in the administration of its duties under the Bond Indenlure the Tmslee shall deem il 
necessary or desirable lhal a matter be proved or established prior to laking or suffering any action under ihe 
Bond indenture, such matter (unless other evidence in respect ihereof be in the Bond Indenlure specifically 
prescribed) may, in the absence of bad faith on the part of the Tmstee, be deemed to be conclusively proved 
and established by a wrinen certificate ofthe District, and such certificate shall be full wan'ant lo the Truslee 
for any aclion taken or suffered under the provisions of the Bond Indenlure upon the faith thereof, bul in its 
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discretion the Tmslee may, in lieu Ihereof, accept other evidence ofsuch matter or may require such additional 
evidence as to it may seem reasonable. 

The Tmstee shall have no duty or obligation whatsoever lo enforce the collection of Special Taxes or 
other funds to be deposited with it under the Bond Indenture, or as to the correctness of any amounts received, 
but its liability shall be limited to the proper accounting for such funds as il shall actually receive. No 
provision in the Bond Indenlure shall require the Tmstee to expend or risk its own funds or otherwise incur 
any financial liability in the perfonnance of any of its duties under the Bond Indenture, or in ihe exercise of its 
rights or powers. 

The Tmslee shall not be deemed to have knowledge of any default or event of defaull until an officer 
at the Trustee's corporate trust office responsible for the administration of its duties under ihe Bond Indenture 
shall have actual knowledge thereof or the Tmstee shall have received written notice ihereof at its corporate 
tmsl office. 

Merger or Consolidation. Any company into which the Tmslee may be merged or converted or with 
which it may be consolidated or any company resulting from any merger, conversion or consolidation to which 
it shall be a party or any company to which the Tmslee may sell or transfer all or substanlially all of its 
corporate tmsl business, shall be the successor to the Tmstee without the execution or filing of any paper or 
further ad, anything in the Bond Indenlure to the contrary notwithstanding. The Tmstee shall provide written 
notice to the Distrid in advance of any such merger, conversion or consolidation. 

Fees of the Trustee. The Tmslee shall receive as compensation for its services under the Bond 
Indenture such fees as sel forth on (he fee schedule, and the Tmstee shall be entitled to be reimbursed by the 
District for its olher reasonable expenses under the Bond Indenture, including the reasonable compensalion, 
expenses and disbursements ofsuch agents, represenlaiives, experts and counsel as the Tmslee may employ in 
connedion with the exercise and perfonnance of its rights and its duties under the Bond Indenture. All such 
fees and reimbursements shall be paid solely from amounis held in the Administrative Expense Account, 
pursuani to a Certificate of an Authorized Representative. 

EVENTS OF DEFAULT; REMEDIES 

Events of Default. Any one or more ofthe following evenls shall constitute an "event of default": 

(a) defaull in the due and punctual payment ofthe principal of or redemplion premium, 
if any, on any Bond or Parity Bond when and as the same shall become due and payable, whether at maturity 
as therein expressed, by declaration or otherwise: 

(b) defaull in the due and punctual payment of Ihe interesl on any Bond or Parity Bond 
when and as the same shall become due and payable; or 

(c) except as described in (a) or (b), default shal! be made by the District in the 
obsen-ance of any ofthe agreements, condilions or covenants on its part contained in the Bond Indenture, the 
Bonds or any Parily Bonds, and such defaull shall have continued for a period of 30 days after the Dislricl 
shall have been given nolice in wriling of such defaull by the Tmslee or the Owners of 25% in aggregate 
principal ainount ofthe Oulslanding Bonds and Parily Bonds. 

The Tmstee has agreed io give notice to the Owners as soon as practicable upon the occurrence of an 
Evenl of Defaull under (a) or (b) above and within 30 days of ihe Trustee's knowledge of an event of default 
under (c) above. 

Remedies of Owners. Upon the occurrence of an Event of Default, the Tmslee may pursue any 
available remedy al law or in equity lo enforce the payment ofthe principal of, premium, if any, and interest on 
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the Outstanding Bonds and Parity Bonds, and to enforce any rights ofthe Tmstee under or with resped io the 
Bond Indenture, including: 

(a) by mandamus or olher suit or proceeding at law or in equity lo enforce its rights 
against the Districi and any ofthe members, officers and employees ofthe Districi, and lo compel the District 
or any such members, officers or employees to perform and carry out Iheir duties under the Ad and iheir 
agreements wilh the Owners as provided in the Bond Indenlure; 

(b) by suil in equity to enjoin any actions or things which are unlawful or violate the 
rights ofthe Owners; or 

(c) by a suit in equity lo require the District and its members, officers and employees to 
account as the tmstee of an express tmst. 

If an Event of Defaull shall have occurred and be continuing and if requesled so to do by the Owners 
of at leasl 25% in aggregate principal ainount of Oulslanding Bonds and Parily Bonds and if indemnified lo its 
satisfaction, the Tmslee shall be obligated to exercise one or more of Ihe rights and powers conferred by Ihe 
Bond Indenture, as Ihe Tmslee, being advised by counsel, shall deem mosl expedient in the interests of the 
Owners ofthe Bonds and Parity Bonds. 

No remedy conferred in the Bond Indenture upon or resen'ed to the Tmslee or to the Owners is 
intended lo be exclusive of any olher remedy. Every such remedy shall be cumulative and shall be in addition 
lo every other remedy given under the Bond Indenture or now or later exisling, at law or in equity or by stalule 
or otherwise, and may be exercised without exhausting and without regard to any olher remedy confen'ed by 
the Acl or any other law. 

Application of Revenues and Other Funds After Default. All amounts received by the Tmstee 
pursuani to any right given or aclion taken by the Truslee under the provisions ofthe Bond Indenture relaling 
io the Bonds and Parity Bonds shall be applied by the Tmslee in the following order upon presentation ofthe 
several Bonds and Parily Bonds: 

Firsl. to the payment ofthe fees, costs and expenses ofthe Tmslee in declaring such Event of Defaull 
and in carrying out the provisions of the Bond Indenlure, including reasonable compensalion lo its agents, 
atlorneys and counsel, and to the payment of all other oulslanding fees and expenses ofthe Trustee; and 

Second, to the payment of the whole ainount of inleresl on and principal of Ihe Bonds and Parily 
Bonds then due and unpaid, with inleresl on overdue installmenis of principal and interesl to the extent 
pennitted by law at the net effedive rate of inleresl then bome by the Outstanding Bonds and Parity Bonds; 
provided, however, that in the event such amounis shall be insufficient lo pay the full amouni of such imeresi 
and principal, then such amounts shall be applied in Ihe following order of priority: 

(1) first to ihe payment of all installments of inleresl on ihe Bonds and Parity Bonds then 
due and unpaid on a pro rata basis based on the total amount then due and owing, 

(2) second, to the paymeni of all installments of principal, including Sinking Fund 
Paymenls, of the Bonds and Parity Bonds (hen due and unpaid on a pro raia basis based on the total amouni 
then due and owing, and 

(3) third, to the paymeni of interesl on overdue installmenis of principal and inlerest on 
the Bonds and Parity Bonds on a pro rata basis based on ihe total amount then due and owing. 

Power of Trustee to Control Proceedings. In the event lhal the Tmstee, upon the happening of an 
Event of Defaull, shall have taken any aclion, by judicial proceedings or othenvise, pursuant to its duties under 
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the Bond Indenture, whether upon its own discretion or upon the request ofthe Owners of 25% in aggregate 
principal ainount ofthe Bonds and Parily Bonds then Oulslanding, it shall have full power, in the exercise of 
its discretion for the best interests of the Owners of Ihe Bonds and Parity Bonds, with respect to Ihe 
continuance, discontinuance, withdrawal, compromise, settlemenl or other disposal of such action; provided, 
however, that the Tmslee shall not, unless there no longer continues an Event of Default, discontinue, 
withdraw, compromise or settle, or otherwise dispose of any liligalion pending at law or in equity, if at the 
time there has been filed wiih it a writlen request signed by the Owners of a majority in aggregate principal 
amount ofthe Outstanding Bonds and Parity Bonds under the Bond Indenlure opposing such discontinuance, 
withdrawal, compromise, selllemenl or other such litigation. Any suit, adion or proceeding which any Owner 
of Bonds or Parity Bonds shall have the right io bring Io enforce any right or remedy under the Bond Indenture 
may be brought by ihe Tmslee for ihe equal benefit and protection of all Owners of Bonds and Parity Bonds 
similarly situated and the Tmslee has been appointed (and the successive respective Owners ofthe Bonds and 
Parily Bonds issued under the Bond Indenlure, by taking and holding the same, shall be conclusively deemed 
so to have appointed it) the tme and lawful attorney in facl ofthe respective Owners ofthe Bonds and Parity 
Bonds for the purposes of bringing any such suit, action or proceeding and lo do and perfonn any and all ads 
and things for and on behalf of the respective Owners ofthe Bonds and Parily Bonds as a class or classes, as 
may be necessary or advisable in the opinion ofthe Tmstee as such attorney-in-fact. 

Appointment of Receivers. Upon the occurrence of an Event of Default under the Bond Indenlure, 
and upon the filing ofa suit or olher commencement of judicial proceedings to enforce the rights ofthe Tmslee 
and ofthe Owners ofthe Bonds and Parily Bonds under the Bond Indenture, the Tmstee shall be enliiled, as a 
matter of right, lo ihe appointment ofa receiver or receivers of the Net Taxes and other amounis pledged under 
the Bond Indenture, pending such proceedings, wiih such powers as the court making appointment shall 
confer. 

Non-Waiver. Nothing in the Bond Indenture, or in the Bonds or the Parity Bonds, shall affeci or 
impair the obligation ofthe Dislricl, which is absolute and unconditional, lo pay the inleresl on and principal of 
ihe Bonds and Parity Bonds to the respective Owners ofthe Bonds and Parity Bonds at the respective dates of 
maturity, as provided in the Bond Indenlure, oul of the Net Taxes and olher moneys pledged in Ihe Bond 
Indenture for such paymeni. 

A waiver of any default or breach of duty or conlract by the Tmstee or any Owners shall not affect 
any subsequent defaull or breach of duty or contract, or impair any rights or remedies on any such subsequent 
defaull or breach. No delay or omission of the Tmstee or any Owner of any of the Bonds or Parity Bonds lo 
exercise any right or power accming upon any default shall impair any such right or power or shall be 
constmed to be a waiver of any such defaull or an acquiescence therein; and every power and remedy 
conferred upon Ihe Tmslee or ihe Owners by ihe Ad or by the Bond Indemure may be enforced and exercised 
from lime to time and as ofien as shall be deemed expedient by the Tmstee or the Owners, as the case may be. 

Limitations on Rights and Remedies of Owners. No Owner of any Bond or Parily Bond issued 
under the Bond Indenture shall have the right to institute any suit, aclion or proceeding at law or in equity, for 
any remedy under or upon the Bond Indenlure, unless (a) such Owner shall have previously given lo the 
Tmslee writlen notice of the occurrence of an Event of Defaull; (b) the Owners of a majority in aggregate 
principal amount of all the Bonds and Parity Bonds then Outstanding shall have made written request upon the 
Tmslee to exercise the powers granted in ihe Bond Indenlure or lo institute such action, suit or proceeding in 
its own name; (c) said Owners shall have tendered to the Tmslee indemnity reasonably acceptable to the 
Tmstee against ihe costs, expenses and liabilities to be incurred in compliance with such request; and (d) Ihe 
Tmstee shall have refused or omilled to comply with such request for a period of sixty (60) days after such 
written request shall have been received by, and said lender of indemnity shall have been made to, the Tmslee. 

Such notification, request, lender of indemnity and refusal or omission are declared, in every case, lo 
be conditions precedenl to the exercise by any Owner of Bonds and Parity Bonds of any remedy under the 
Bond Indenture; il being understood and intended lhal no one or more Owners of Bonds and Parity Bonds shall 
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have any right in any manner whatever by his or their aclion to enforce any right under the Bond Indenture, 
excepi in the manner provided in the Bond Indenture, and that all proceedings at law or in equity to enforce 
any provision of the Bond Indenlure shall be instituted, had and maintained in the manner provided in the 
Bond Indenture and for the equal benefit of all Owners ofthe Outstanding Bonds and Parity Bonds. 

The right of any Owner of any Bond and Parity Bond to receive payment of the principal of and 
interesl and premium (if any) on such Bond and Parily Bond as provided in the Bond Indenture or to institute 
suit for Ihe enforcement of any such paymeni, shall nol be impaired or affeded without the written consent of 
such Owner, notwithstanding any other provision of the Bond Indenture. 

Termination of Proceedings. In case the Tmstee shall have proceeded lo enforce any right under Ihe 
Bond Indenture by the appointment of a receiver or otherwise, and such proceedings' shall have been 
discontinued or abandoned for any reason, or shall have been detennined adversely, then and in every such 
case, ihe Distrid, the Tmslee and the Owners shall be restored to their fonner positions and rights under ihe 
Bond Indenlure, respeclively. with regard lo the property subject to the Bond Indenlure, and all rights, 
remedies and powers ofthe Tmslee shall continue as if no such proceedings had been taken. 

DEFEASANCE AND PARITY BONDS 

Defeasance. If the Dislricl shall pay or cause lo be paid, or there shall otherwise be paid, to the 
Owner of an Outstanding Bond or Parily Bond the inleresl due Ihereon and the principal thereof, al the limes 
and in the manner stipulated in the Bond Indenture or any Supplemental Indenlure, then the Owner of such 
Bond or Parity Bond shall cease lo be enlitled to the pledge of Net Taxes, and, olher than as set forth below, all 
covenants, agreements and olher obligalions ofthe Districi io the Owner ofsuch Bond or Parily Bond under 
the Bond Indenture and any Supplemenlal Indenture relaling to such Parily Bond shall'thereupon cease, 
tenninate and become void and be discharged and satisfied. 

Any Outstanding Bond or Parity Bond shall be deemed to have been paid within ihe meaning 
expressed in the preceding paragraph if such Bond or Parity Bond is paid in any one or more ofthe following 
ways: 

(a) by paying or causing lo be paid the principal of, premium, if any, and inleresl on 
such Bond or Parity Bond, as and when the same become due and payable; 

i 

(b) by depositing wilh the Tmstee, in tmsl, al or before maturity, money which, together 
wilh the amounis then on deposit in the Special Tax Fund (exclusive ofthe Administrative Expense Account) 
and available for such purpose, is fully sufficient to pay the principal of, premium, if any, and interesl on such 
Bond or Parity Bond, as and when the same shall become due and payable; or 

(c) by depositing with the Tmstee or another escrow bank appointed'by the District, in 
tmsl, Defeasance Securities, in which the Districi may lawfully invest its money, in such amouni as will be 
sufficiem, together with the interest lo accme thereon and moneys then on deposit in the Special Tax Fund 
(exclusive ofthe Administrative Expense Account) and available for such purpose, together with (he interesl to 
accme thereon, to pay and discharge the principal of, premium, if any, and imeresi on such Bond or Parity 
Bond, as and when the same shall become due and payable. 

If paid as provided above, then, al the election of the Districi, and notwithstanding that any 
Outstanding Bonds and Parity Bonds shall not have been surrendered for paymeni, all obligations of the 
Districi under the Bond Indenture and any Supplemental Indenlure with respect to such Bond or Parily Bond 
shall cease and tenninate, excepi for ihe obligaiion of the Truslee to pay or cause to be paid io the Owners of 
any such Bond or Parity Bond noi so surrendered and paid, all sums due thereon and except for the federal tax 
covenants of the Dislricl conlained in the Bond Indenlure or any covenants in a Supplemental Indemure 
relaling lo compliance wiih the Code. Nolice ofsuch election shall be filed with the Tmstee nol less lhan ten 
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days prior to ihe proposed defeasance date, or such shorter period of lime as may be acceptable to the Tmslee. 
In connection with a defeasance under (b) or (c) above, there shall be provided to the Districi a verification 
report from an independent nationally recognized certified public accountant staling its opinion as to the 
sufficiency ofthe moneys or securiiies deposited with the Tmstee or the escrow bank to pay and discharge the 
principal of. premium, if any, and inleresl on all Outstanding Bonds and Parily Bonds to be defeased in 
accordance wilh ihe Bond Indenture, as and when the same shall become due and payable, and an opinion of 
Bond Counsel (which may rely upon the opinion ofthe certified public accountant) to the effect lhal the Bonds 
or Parity Bonds being defeased have been legally defeased in accordance with the Bond Indenture and any 
applicable Supplemental Indenture. 

Upon a defeasance, the Tmslee, upon request ofthe Dislrict, shall release the rights ofthe Owners of 
such Bonds and Parily Bonds which have been defeased under ihe Bond indenlure and any Supplemental 
Indenture and execute and deliver to the Dislricl all such instmments as may be desirable lo evidence such 
release, discharge and satisfaction. In the case ofa defeasance under the Bond Indenture of all Outstanding 
Bonds and Parily Bonds, the Tmslee shall pay over or deliver to the Dislrict any funds held by the Tmslee at 
the lime ofa defeasance, which are nol required for the purpose of paying and discharging the principal of or 
interesl on the Bonds and Parily Bonds when due. The Tmslee shall, at the wrinen direction ofthe District, 
mail, firsl class, postage prepaid, a notice to the Bondowners whose Bonds or Parily Bonds have been 
defeased, in the fonn directed by the Distrid, slating that the defeasance has occurred. 

Conditions for the Issuance of Parity Bonds and Other Additional Indebtedness. The District 
may at any time after the issuance and delivery of the Bonds under the Bond Indenlure issue Parity Bonds 
payable from the Net Taxes and other amounts deposited in the Special Tax Fund (other than in the 
Administrative Expense Accounl in the Bond Indenlure) and secured by a lien and charge upon such amounts 
equal to the lien and charge securing Ihe Outstanding Bonds and any other Parily Bonds theretofore issued 
under Ihe Bond Indenture or under any Supplemental Indenture; provided, however, lhat Parity Bonds may 
only be issued in accordance with the Bond Indenture. Parity Bonds may be issued subject to the following 
specific conditions, which are condilions precedenl lo the issuance of any such Parity Bonds: 

(a) The Districi shall be in compliance wilh all covenants sel forth in the Bond Indenture 
and any Supplemenlal Indenture then in effect and a certificale of the District lo lhat effect shall have been 
filed with the Tmstee; provided, however, lhal Parity Bonds may be issued notwithstanding that the Districi is 
not in compliance wilh all such covenants so long as immediately following Ihe issuance ofsuch Parity Bonds 
the Distrid will be in compliance with all such covenants. 

(b) The issuance of such Parity Bonds shall have been duly authorized pursuant lo (he 
Ad and all applicable laws, and the issuance of such Parity Bonds shall have been provided for by a 
Supplemenlal Indenture duly adopted by the Distrid which shall specify the following: 

(i) the puipose for which such Parily Bonds are to be issued and the fund or 
funds into which the proceeds ihereof are lo be deposited, including payment of al) cosls and the funding of all 
resen-es incidental to or connected wiih such issuance; 

(ii) the authorized principal ainount ofsuch Parily Bonds; 

(iii) the date and the maturity dale or dales ofsuch Parily Bonds; provided thai 
(A) each maturity date shall fall on a Sepiember 1; (B) all such Parily Bonds of like malurily shall be identical 
in all respects, except as io number; and (C) fixed serial maturities or Sinking Fund Payments, or any 
combination thereof, shall be established to provide for the retiremenl of all such Parily Bonds on or before 
their respective maturity dales; 

(iv) ihe description of Ihe Parily Bonds, the place of paymeni thereof and the 
procedure for execution and aulhenlication; 
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for such Parily Bonds; 

(v) ihe denominations and method of numbering ofsuch Parily Bonds; 

(vi) the amouni and due date of each mandatory' Sinking Fund Paymeni, if any, 

(vii) the amount, if any, to be deposited from the proceeds ofsuch Parily Bonds 
in the Reserve Account of the Special Tax Fund lo increase the amount in Ihe Bond Indenture to Ihe Reserve 
Requirement; 

(viii) the fonn ofsuch Parity Bonds; and 

(ix) such olher provisions as are necessary or appropriate and nol inconsislenl 
with the Bond Indenlure. 

(c) The Dislrict shall have received the following documenls or money or securiiies, all 
of such documents dated or certified, as the case may be, as of the dale of delivery of such Parity Bonds by the 
Tmstee (unless the Tmstee shall accept any ofsuch documents bearing a prior dale): 

such Parity Bonds; 
(i) a certified copy of the Supplemental Indenlure authorizing the issuance of 

(ii) a written request ofthe District as to the delivery ofsuch Parity Bonds; 

(iii) an opinion of Bond Counsel and/or general counsel lo the Dislricl to the 
effect that (A) the District has the right and power under the Ad to adopt the Bond Indenture and the 
Supplemenlal Indentures relating to such Parily Bonds, and the Bond Indenture and all such Supplemental 
Indentures have been duly and lawfully adopted by the District, are in full force and effect and are valid and 
binding upon the Dislricl and enforceable in accordance wilh their lenns (excepi as enforcement may be 
limiled by bankmptcy, insolvency, reorganization and oiher similar laws relaling to the enforcement of 
creditors' rights): (B) the Bond Indenlure creates the valid pledge which it purports lo create of ihe Nel Taxes 
and olher amounis as provided in Ihe Bond Indenlure, subjed lo the application ihereof lo the purposes and on 
the condilions pennitied by the Bond Indemure; and (C) such Parity Bonds are valid and binding limited 
obligations ofthe District, enforceable in accordance with their tenns (excepi as enforcement maybe limited 
by bankruptcy, insolvency, reorganization and other similar laws relaling to the enforcement of crediiors' 
rights) and the lenns of the Bond Indenlure and all Supplemental Indentures ihereto and are entitled to the 
benefits of ihe Bond Indenture and all such Supplemenlal Indentures, and such Parily Bonds have been duly 
and validly authorized and issued in accordance with the Act (or other applicable laws) and the Bond Indenture 
and all such Supplemental Indentures; and a further opinion of Bond Counsel lo the effect that, assuming 
compliance by the Dislrict with certain lax covenants, the issuance of the Parily Bonds will nol adversely 
affeci ihe exclusion from gross income for federal income lax purposes of interesl on ihe Bonds and any Parity 
Bonds theretofore issued on a tax-exempt basis, or the exemption from State of Caiifomia personal income 
laxaiion of inleresl on any Oulslanding Bonds and Parily Bonds iherelofore issued; 

(iv) a certificale of an Auihorized Represenlalive ofthe Dislrict containing such 
statements as may be reasonably necessary lo show compliance with ihe requirements ofthe Bond indenlure; 

(v) where the Parily Bonds are issued to refund the Bonds or oiher Parily Bonds, 
a certificate of an Independent Financial Consullanl certifying lhal in each Bond Year, in which the Parity 
Bonds proposed to be issued will be Outstanding, the Annual Debl Sen'ice on the Bonds and Parity Bonds lo 
remain Oulslanding following Ihe issuance ofthe Parily Bonds proposed to be issued is less than the Annual 
Debt Sen'ice on the Bonds and Parily Bonds Oulslanding prior to the issuance ofsuch Parily Bonds; 
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(vi) where the Parity Bonds are being issued other than to refund the Bonds or 
other Parily Bonds, a certificate ofthe Special Tax Consultant certifying lhat (A) the Maximum Special Taxes 
(as defined in the Rate and Meihod of Apportionmenl of Special Taxes) that may be levied in each Fiscal Year 
is not less than 110% ofthe sum of Annual Debl Service in the Bond Year thai begins in such Fiscal Year and 
the Administrative Expenses Cap applicable in such Fiscal Year; (B) the Value of Districi Property is not less 
than four (4) times the sum of Direct Debt for Distrid Property plus Overlapping Debt allocable to all property 
in the Dislrict subject to the Special Tax; and (C) if il is detennined that the Direcl Debt for Undeveloped 
Property is greater than zero (0), the Value of Undeveloped Property is at least three (3) times the sum of 
Direct Debl for Undeveloped Properly plus Overlapping Debl for Undeveloped Property; and 

(vii) such further documenls, money and securiiies as are required by the 
provisions of the Bond Indenlure and the Supplemenlal Indenture providing for the issuance of such Parity 
Bonds. 

MISCELLANEOUS 

Cancellation of Bonds and Parity Bonds. All Bonds and Parity Bonds surrendered io ihe Tmstee 
for payment upon maturity or for redemption shall be upon payment therefor, and any Bond or Parity Bond 
purchased by the District as authorized in the Bond Indenture and delivered to the Tmslee for such purpose 
shall be, cancelled forthwith and shall not be reissued. The Tmstee shall destroy such Bonds and Parity 
Bonds, as provided by law, and, upon request of the Districi, furnish to the District a certificale of such 
destmction. 

Unclaimed Moneys, Anything in the Bond Indenlure lo (he contrary nolwilhstanding, any money 
held by the Tmslee in tmsl for the paymeni and discharge of any ofthe Outstanding Bonds and Parity Bonds 
which remain unclaimed for two years afier (he dale when such Outstanding Bonds or Parity Bonds have 
become due and payable, if such money was held by the Tmstee al such date, or for two years after the date of 
deposit of such money if deposited wiih the Tmslee after the date when such Outstanding Bonds or Parily 
Bonds become due and payable, shal! be repaid by the Tmstee to the Dislrict, as its absolute property and free 
from tmst, and the Tmstee shall thereupon be released and discharged with respect ihereto and the Owners 
shall look only to the Dislricl for the paymeni ofsuch Outstanding Bonds or Parity Bonds; provided, however, 
lhat, before being required lo make any such payment lo the Districi, the Truslee at the expense of ihe Dislricl, 
shall cause to be mailed by first-class mail, postage prepaid, lo the Registered Owners of such Outstanding 
Bonds or Parily Bonds at their addresses as Ihey appear on ihe registration books ofthe Tmstee a notice lhal 
said money remains unclaimed and that, after a date named in said notice, which date shall not be less lhan 30 
days after the date of the mailing of such nolice, the balance of such money then unclaimed will be relumed to 
the District. 

Provisions Constitute Contract. The provisions of the Bond Indenture shall constilute a conlrad 
between Ihe Dislricl and the Bondowners and the provisions of the Bond Indenture shall be constmed in 
accordance with the laws ofthe Slate of Caiifomia. Nothing in the Bond Indenture, expressed or implied, is 
intended to give any other person other than the Distrid, the Tmslee and the Owners ofthe Bonds any right, 
remedy or claim under or by reason of ihe Bond Indenture. 

In case any suit, adion or proceeding lo enforce any right or exercise any remedy shall be brought or 
taken and, should said suit, aclion or proceeding be abandoned, or be delennined adversely to the Bondowners 
or the Tmslee, then the District, ihe Tmslee and the Bondowners shall be restored to their fonner positions, 
rights and remedies as if such suit, aclion or proceeding had nol been brought or taken. 

After the issuance and delivery of the Bonds the Bond Indenture shall be irrepealable, bul shall be 
subject (o modifications lo Ihe extent and in the manner provided in ihe Bond Indenture, but to no greater 
extent and in no other manner. 
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Future Contracts. Nothing conlained in the Bond Indenlure shall be deemed to restricl or prohibit 
the Dislricl from making contracts or creating bonded or other indebledness payable from a pledge ofthe Net 
Taxes which is subordinate to the pledge under the Bond Indenture, or which is payable from the general fund 
of ihe Dislrict or from laxes or any source other than the Net Taxes and olher amounts pledged under the Bond 
Indenlure. 

Further Assurances. The Dislricl will adopt, make, execute and deliver any and all such further 
resolutions, instmments and assurances as may be reasonably necessary or proper lo carry out the intention or 
to facilitate the perfonnance ofthe Bond Indenture, and for the better assuring and confirming unto the Owners 
of the Bonds or any Parity Bonds the rights and benefits provided in the Bond Indenture. 

Severability. If any covenant, agreement or provision, or any portion thereof, contained in the Bond 
Indenlure, or the application thereof lo any person or circumstance, is held lo be unconstitutional, invalid or 
unenforceable, the remainder of the Bond Indenture and the applicaiion of any such covenant, agreemenl or 
provision, or portion ihereof, lo other persons or circumstances, shall be deemed severable and shall nol be 
affected thereby, and the Bond Indemure, the Bonds and any Parily Bonds issued pursuant to the Bond 
Indenture shall remain valid and the Bondowners shall retain all valid rights and benefits accorded lo ihem 
under the laws of the State of Caiifomia. 

Payment Due on Other than a Business Day. Ifthe dale for making any paymeni or the last date for 
perfonnance of any act or the exercising of any right, as provided in the Bond Indenlure, is not a Business Day, 
such payment, with no interesl accruing for the period after such nominal dale, may be made or acl perfonned 
or right exercised on the next succeeding Business Day wilh the same force and effect as if done on the 
nominal date provided in the Bond Indenlure. 

Disqualified Bonds. In detennining whether the Owners ofthe requisite aggregate principal amouni 
of Bonds have concurred in any demand, request, direction, consent or waiver under the Bond Indenture, 
Bonds which are owned or held by or for Ihe accounl of ihe Cily or the Districi (but excluding Bonds held in 
any employees' or retirement fund) shall be disregarded and deemed not to be Outstanding for ihe purpose of 
any such delenninalion, provided, however, lhat for the purpose of detennining whether the Tmstee shall be 
protected in relying on any such demand, request, direction, consent or waiver, only Bonds which Ihe Tmstee 
knows to be so owned or held shall be disregarded. Upon request, the District shall specify (o the Tmstee 
those Bonds disqualified pursuant lo this paragraph. 

Waiver of Certain Provisions. The legislative body ofthe Dislrict has authorized the provisions in 
the second paragraph ofthe seciion in the Bond Indenture enliiled "Registration of Exchange or Transfer" lo 
be waived as pennitied therein with respect to transfers of the Bonds that comply wiih this paragraph. The 
provisions of such second shall no longer be applicable to ihe transfer of a Bond provided lhal in connection 
with the firsl iransfer ofsuch Bond following the issuance ofthe Bonds, the Owner ofsuch Bond has executed 
and delivered to ihe District an Agreemenl Regarding Removal of Transfer Restrictions and has provided lo 
Ihe Tmslee a writlen certificate as required by such agreemenl. Upon the surrender ofa Bond by an Owner 
pursuant to the tenns ofsuch agreement, the Tmslee shall, register Ihe transfer ofsuch Bond to the purchaser 
designaied by the Owner by removing the Iransfer legend on Ihe face ofthe Bond. 

Restriction on Issuance of Parity Bonds. The District has covenanled lhat, notwithslanding the 
provisions ofthe Bond Indenlure, following the issuance of ihe Bonds, ii will issue Parily Bonds only for the 
purpose of refunding all or a portion of the Bonds, the Bonds and olher Parily Bonds issued for refunding 
purposes. 
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APPENDIX D 

CONTINUING DISCLOSURE CERTIFICATE OF THE DISTRICT 

This Continuing Disclosure Certificate dated as of April 1. 2008 (the "Disclosure Certificate") is 
execuled and delivered by Communily Facihties District No. 3 (Liberty Station) (the "Issuer") in connection 
with Ihe issuance and delivery by the Issuer of its $ Liberty Stalion Special Tax Bonds Series A of 
2008 (the "2008 Bonds"). The 2008 Bonds are being issued pursuani to a Bond Indenlure, daled as of June 1, 
2006 by and between the issuer and Wells Fargo Bank, National Associalion, as trustee (the "Truslee"), as 
amended and supplemented by a First Supplemenlal Bond Indenlure, dated as of April 1, 2008 (as amended, 
the "Bond indenture"). The Issuer covenants as follows: 

SECTION 1. Purpose ofthe Disclosure Certificate. This Disclosure Certificate is being execuled 
and delivered by ihe Issuer, for the benefit ofthe Owners and Beneficial Owners ofthe 2008 Bonds and in 
order to assist the Participating Underwriters in complying wiih the Rule (as defined below). 

SECTION 2. Definitions, in addition lo the defmilions set forth in the Bond Indenture, which 
apply to any capitalized tenn used in this Disclosure Certificate unless otherwise defined in this Sedion, Ihe 
following capitalized tenns shall have the following meanings; 

"Annual Report" shall mean any Annual Report provided by the Issuer pursuani to, and as described 
in, Sedions 3 and 4 of Ihis Disclosure Certificale. 

"Beneficial Owner" shall mean any person which (a) has ihe power, directly or indirectly, to vole or 
consenl wiih resped io, or lo dispose of ownership of, any 2008 Bonds (including persons holding 2008 Bonds 
ihrough nominees, depositories or other inlennediaries); or (b) is treated as the owner of any 2008 Bonds for 
federal income purposes. 

"Central Post Office" means the DisclosureUSA websile maintained by ihe Municipal Advisory 
Council of Texas or any successor thereto, or any olher organization or method approved by the slaff or 
members of ihe Securiiies and Exchange Commission as an intennediary ihrough which issuers may, in 
compliance with the Rule, make filings required by this Districi Continuing Disclosure Agreement. 

"Cily" shall mean the City of San Diego. 

"Disclosure Represenlalive" shall mean the Mayor, the Chief Operating Officer ofthe City or the 
Chief Financial Officer of the City, or iheir designees, or such other officer or employee as the Issuer shall 
designate in writing lo ihe Disseminaiion Agent from time lo lime. 

"Dissemination Agent" shall mean, initially, the Issuer, or any successor Disseminaiion Agenl 
designaied in wriling by the Issuer which has filed wilh the then current Disseminaiion Agenl a written 
acceptance ofsuch designation. 

"Dislrict" shall mean Communily Facilities Dislricl No. 3 (Liberty Station) established by the City of 
San Diego. 

"Listed Events" shall mean any ofthe evenls listed in Seciion 5(a) of ihis Disclosure Certificate. 

"National Repository" shall mean any Nationally Recognized Municipal Securities Information 
Repository for purpose of the Rule. 

"Official Statement" means the Official Stalemenl for the 2008 Bonds dated , 2008. 
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"Participating Underwriters" shall mean Stone & Youngberg LLC and E. J. De La Rosa & Co., Inc. 

"Rale and Meihod of Apportionment" means together, the Rate and Method of Apportionment of 
Special Taxes for the 2008 Bonds. 

"Repository" shall mean each National Repository and each State Repository. 

"Rule" shall mean Rule 15c2-]2(b)(5) adopted by the Securities and Exchange Commission under the 
Securiiies Exchange Ad of 1934, as ihe same maybe amended from time lo lime. 

"State Repository" shall mean any public or private reposilory or entity designated by the Slate of 
Caiifomia as a state repository for the purpose of the Rule and recognized as such by the Securiiies and 
Exchange Commission. As of ihe dale of this Disclosure Certificate, there is no Stale Reposilory. 

SECTION 3. Provision of Annual Reports. 

(a) The Issuer shall, or shall cause the Disseminaiion Agent by written direction lo such 
Disseminaiion Agent to, not later than the April 1 after the end ofthe Issuer's fiscal year (which currently ends 
on June 30), commencing with ihe report for the fiscal year ending June 30, 2008, provide to each Repository 
and the Participating Undenvriters an Annual Report which is consisleni with the requirements of Section 4 of 
this Disclosure Certificate. The Annual Report may be submilled as a single document or as separate 
documenls comprising a package, and may include by reference other infonnation as provided in Seciion 4 of 
this Disclosure Certificate; provided that the audited financial stalements of the Issuer may be submitted 
separately from and later than the balance ofthe Annual Report if they are nol available by ihe dale required 
above for the filing ofthe Annual Report. 

An Annual Report shall be provided at least annually notwithstanding any fiscal year longer lhan 
12 calendar monlhs. The Issuer's fiscal year is currently effective from July 1 to the immediately succeeding 
June 30 of the following year. The Issuer will promptly notify each Reposilory or the Municipal Securiiies 
Rulemaking Board, and in either case the Dissemination Agent and the Participating Underwriters ofa change 
in the fiscal year dates. 

(b) In the evenl thai ihe Dissemination Agenl is an entity olher than the Issuer, then the 
provisions of this Section 3(b) shall apply. Not later lhan fifteen (15) Business Days prior to the dale specified 
in subsection (a) for providing the Annual Report to Repositories and the Participating Undenvriters, the Issuer 
shall provide the Annual Report to the Disseminaiion Agent. If by fifteen (15) Business Days prior lo (he due 
date for an Annual Report the Dissemination Agent has nol received a copy of the Annual Report, the 
Dissemination Agenl shall conlacl the Issuer to deiennine if ihe Issuer wilt be filing the Annual Report in 
compliance with subsection (a). The Issuer shall provide a written cenificalion with each Annual Repon 
furnished to the Disseminaiion Agent to the effect that such Annual Repon conslilutes the Annual Report 
required lo be furnished by it hereunder. The Dissemination Agent may conclusively rely upon such 
certification of ihe Issuer and shall have no duty or obligaiion lo review such Annual Report. 

(c) If Ihe Dissemination Agenl is other lhan the Issuer and ifthe Dissemination Agenl is unable 
to verify that an Annual Report has been provided lo Repositories and ihe Participating Undenvriters by the 
date required in subsection (a), the Disseminaiion Agent shall send a nolice to each Reposilory and the 
Participating Underwriters, in subsiamially the fonn attached as Exhibit A. 

(d) The Disseminaiion Agenl shall: 

(i) determine each year prior to the date for providing the Annual Report ihe name and 
address of each National Reposilory and each Slate Reposilory, if any; and 
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(ii) promptly after receipt of the Annual Report, file a report with the Issuer certifying 
thai the Annual Report has been provided pursuani to this Disclosure Certificate, staling the date il was 
provided and listing all ihe Repositories lo which it was provided. 

(e) Any filing required under this Section 3 may be made through the Central Post Office. 

SECTION 4. Content of Annual Reports. 

(a) Financial Statements. The audited financial statements ofthe Issuer for the most recent fiscal 
year of the Issuer then ended shall be provided in the Annual Report. If the Issuer prepares audited financial 
statements and ifthe audited financial statements are nol available by ihe lime the Annual Report is required lo 
be filed, the Annual Report shall conlain any unaudited financial statements of the Issuer in a fonnat similar to 
the financial slalements, and the audited financial statements shall be filed in the same manner as the Annual 
Report when they become available. Audited financial statements of Ihe Issuer shall be audited by such 
auditor as shall then be required or pennitted by Slate law or the Bond Indenture. Audited financial 
stalements, if prepared by the Issuer, shall be prepared in accordance with generally accepted accounting 
principles as prescribed for governmental units by the Governmental Accounting Standards Board; provided, 
however, that the Issuer may from time lo time, if required by federal or state legal requirements, modify ihe 
basis upon which iis financial slalements are prepared. In the evenl that the Issuer shall modify the basis upon 
which its financial stalements are prepared, the Issuer shall provide the infonnation referenced in Section 8(d) 
below. 

(b) Financial and Operating Pala. In addition lo the financial slalements, the Annual Report shall 
conlain or incorporale by reference ihe following infonnation: 

(i) the principal amount of 2008 Bonds oulslanding as of ihe September 2 preceding the 
filing ofthe Annual Report; 

(ii) the balance in each fund under the Bond Indenture as of the September 2 preceding 
the filing ofthe Annual Report; 

(iii) any changes to the Rate and Meihod of Apportionmenl of the Special Taxes 
approved or submitted to the qualified electors for approval prior to the filing of the Annual Report and a 
summary ofthe fads related to the collection of any Backup Special Tax and a description of any parcels for 
which the Special Taxes have been prepaid, including the amouni prepaid, since ihe dale of the lasl Annual 
Report; 

(iv) a stalemenl of the assessed value-to-lien ratio of all Developed Propeny wilhin 
Improvemenl Area No. 1 upon which Special Taxes were most recenlly levied and the assessed value-to-lien 
ralio of all Developed Property and each parcel of Undeveloped Property within Improvemenl Area No. 2 
upon which Special Taxes were most recently levied, in each case based on the mosl recent equalized 
Assessors Roil; 

(v) an updale of Table 4A of the Official Stalemenl entitled "Principal Taxpayers for 
Fiscal Year 2007-08" including a list of all taxpayers within the District which own property in the Dislrict 
upon which 5% or more of Ihe total Special Taxes for the currenl fiscal year have been levied, and a stalemenl 
as to whether any ofsuch taxpayers is delinqueni in the payment of Special Taxes; 

(vi) any event known lo the Issuer which results in a moratorium on future building 
wilhin the District; 

(vii) an update of Table 5 of the Official Statement entitled "Special Tax Delinquency 
History" including information for the five mosl recent fiscal years in which Special Taxes were levied; 

D-3 
DOCSOC/l 247358vl4/022177-0104 



(viii) any infonnation nol already included, under (i) through (vii) above thai ihe Issuer is 
required to file in its annual report lo ihe Caiifomia Debl and Investment Advisory Commission pursuant to 
the provisions ofthe Mello-Roos Community Facililies Ad of 1982, as amended. 

(c) Any or all of Ihe items listed in (a) or (b) above may be included by specific reference lo 
other documents, including official slalements of debt issues ofthe Issuer or related public entities, which have 
been submitted io each of the Repositories or the Securiiies and Exchange Commission. If the document 
included by reference is a final official statement, ii must be available from the Municipal Securities 
Rulemaking Board. The Issuer shall clearly idenlify each such other document so included by reference. 

SECTION 5. Reporting of Significanl Events. 

(a) Pursuani to the provisions of this Seciion 5, Ihe Issuer shall give, or cause the Disseminaiion 
Agent to give, notice of the occurrence of any of (he following evenls with respect Io the 2008 Bonds, if 
material: 

(i) principal and inleresl paymeni delinquencies; 

(ii) an evenl of default under the Bond Indenture other lhan as described in (i) above; 

(iii) unscheduled draws on the Resen'e Account reflecting financial difficulties; 

(iv) unscheduled draws on any credit enhancements securing ihe 2008 Bonds reflecting 
financial difficullies; 

(v) any change in the provider of any letter of credil or any municipal bond insurance 
policy securing the 2008 Bonds or any failure by the providers of such letters of credil or municipal bond 
insurance policies to perfonn on ihe letter of credil or municipal bond insurance policy; 

Bonds; 

and 

(vi) adverse tax opinions or events adversely affecting the lax-exempl status ofthe 2008 

(vii) modifications to the rights of Bond Owners; 

(viii) unscheduled redemption of any 2008 Bond; 

(ix) defeasances; 

(x) any release, substitution, or sale of property securing repayment ofthe 2008 Bonds; 

(xi) raiing changes. 

(b) Whenever the Issuer obtains knowledge ofthe occurrence ofa Listed Event, the Issuer shall 
as soon as possible detennine if such event would be material under applicable federal securities laws. 

(c) If ihe issuer has delennined lhal knowledge of the occurrence of a Listed Evenl would be 
material under applicable federal securities laws and if the Dissemination Agent is olher lhan the Issuer, the 
Issuer shall promptly notify the Dissemination Agenl in wriling. Such nolice shall instruct the Disseminaiion 
Agenl to report the occun-ence pursuant to subsection (e). 

(d) If in response to a requesl under subsection (b), the issuer detennines lhat the Listed Evenl 
would nol be material under applicable federal securiiies laws and ifthe Dissemination Agent is other than Ihe 
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issuer, the Issuer shall so notify the Dissemination Agent in writing and instmcl the Dissemination Agent not 
lo report the occurrence pursuant lo subsection (e). 

(e) If the Issuer is aciing as Dissemination Agenl and detennines that knowledge of the 
occurrence of a Listed Event would be material under applicable federal securities laws, the Issuer shall 
promptly file a nolice of such occurrence with (i) the Municipal Securiiies Rulemaking Board or (ii) each 
National Repository and, in either case, with the Participating Underwriters and each Stale Repository. Ifthe 
Dissemination Agenl has been instmcted by the Issuer to report the occurrence of a Listed Evenl, the 
Disseminaiion Agenl shall file a notice ofsuch occurrence with (i) the Municipal Securiiies Rulemaking Board 
or (ii) each National Reposilory, and in either case, with Ihe Participating Underwriters and each State 
Repository. Nolwilhstanding the foregoing, notice of Listed Events described in subsections (a)(viii) and (ix) 
need not be given under this subsection any earlier than the notice (if any) ofthe underlying evenl is given lo 
Owners of affected 2008 Bonds pursuant to the Bond Indenture. In each case of the Listed Event, the 
Dissemination Agent shall not be obligated lo file a nolice as required in this subsection (e) prior lo the 
occurrence of such Listed Event. 

(f) The Issuer hereby agrees lhat the undertaking set forth in ihis Disclosure Agreemenl is ihe 
responsibility of the Issuer and that the Tmslee or the Dissemination Agent shall not be responsible for 
detennining whether the Issuer's instructions to the Disseminaiion Agent under this Section 5 comply wiih the 
requirements ofthe Rule. 

(g) Any filing required under this Section 5 may be made ihrough the Central Post Office. 

SECTION 6. Termination of Reporting Obligaiion. The obligations of ihe issuer and the 
Dissemination Agenl under this Disclosure Certificale shall terminate upon the legal defeasance, prior 
redemption or payment in full of all ofthe 2008 Bonds. If such tennination occurs prior to the final maturity 
ofthe 2008 Bonds, ihe Issuer shall give notice ofsuch tennination in the same manner as for a Listed Evenl 
under Section 5. 

SECTION 7. Disseminaiion Agent. The Issuer may, from time to lime, appoint or engage a 
Dissemination Agent lo assist it in carrying out iis obligations under this Disclosure Certificate, and may 
discharge any such Dissemination Agenl, with or without appointing a successor Dissemination Agenl. The 
initial Disseminaiion Agenl shall be the Issuer. The Dissemination Agent may resign by providing (i) thirty 
days written nolice to the Issuer, and (ii) upon appoinlmenl ofa new Disseminaiion Agenl hereunder. 

SECTION 8. Amendmenl. 

(a) This Disclosure Certificale may be amended, by writlen agreement of ihe parties, without the 
consent of the Owners, if all of the following condilions are satisfied: (i) such amendment is made in 
connection wilh a change in circumstances lhat arises from a change in legal (including regulaiory) 
requirements, a change in law, or a change in the identity, nature or stalus of the Issuer or the lype of business 
conducted thereby; (ii) this Disclosure Certificale as so amended would have complied with the requirements 
of the Rule as of the dale of ihis Disclosure Certificate, after laking inlo accounl any amendments or 
interpretalions ofthe Rule, as well as any change in circumstances; (iii) the Issuer shall have delivered to the 
Dissemination Agent an opinion ofa nationally recognized bond counsel or counsel expert in federal securiiies 
laws, addressed to the issuer, to the same effect as sel forth in clause (ii) above; (iv) the Issuer shall have 
delivered io the Dissemination Agenl an opinion of nationally recognized bond counsel or counsel expert in 
federal securities laws, addressed io the Issuer, io the effect lhat the amendmenl does not materially impair the 
interests ofthe Owners or Beneficial Owners; and (v) the Issuer shall have delivered copies ofsuch opinion 
and amendmenl to each Repository and the Participaling Underwriters. 
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(b) This Disclosure Certificate also may be amended by written agreemenl of the parties upon 
obtaining consent of Owners in the same manner as provided in the Bond Indenture for amendments to the 
indenture with the consenl of the Owners of the 2008 Bonds; provided thai the condilions set forth in 
Section 8(a)(i), (ii), (iii) and (v) have been satisfied. 

(c) To the extent any amendment to this Disclosure Certificate results in a change in the type of 
financial infonnation or operating data provided pursuani to this Disclosure Certificale, the first Annual Report 
provided thereafter shall include a narrative explanation ofthe reasons for the amendment and the impact of 
the change in the type of operating data or financial infonnation being provided. 

(d) If an amendment is made to the basis on which financial stalements are prepared, the Annual 
Report for the year in which the change is made shall present a comparison between the financial statements or 
infonnation prepared on the basis of the new accouniing principles and those prepared on the basis of the 
fonner accounting principles. Such comparison shall include a quantitative and, to the extent reasonably 
feasible, qualitative discussion ofthe differences in the accounting principles and the impact of ihe change in 
(he accouniing principles on ihe presentation ofthe financial infonnation. 

SECTION 9. Additional Infonnation. Nothing in this Disclosure Certificale shall be deemed to 
prevent the Issuer from disseminating any other infonnation, using the means of dissemination set forth in this 
Disclosure Certificate or any other means of communication, or including any other infonnation in any Annual 
Repon or nolice of occun-ence of a Listed Event, in addition to lhat which is required by this Disclosure 
Certificale. If the Issuer chooses to include any infonnation in any Annual Report or notice of occurrence of a 
Listed Event in addition lo lhat which is specifically required by this Disclosure Certificale, the Issuer shall 
have no obligation under this Certificate lo update such infonnation or include it in any future Annual Report 
or notice of occurrence ofa Listed Event. 

SECTION 10. Default. In the event ofa failure ofthe Issuer or the Disseminaiion Agent to comply 
with any provision of this Disclosure Certificate, any Owner or Beneficial Owner of the 2008 Bonds may take 
such adions as may be necessary and appropriate, including seeking mandate or specific perfonnance by court 
order, to cause (he Issuer and/or the Dissemination Agent to comply with their respedive obligalions under 
this Disclosure Certificale. A defaull under this Disclosure Certificate shall nol be deemed an Evenl of Defaull 
under the Bond Indenture, and the sole remedy under this Disclosure Certificale in the evenl of any failure of 
the Issuer or the Dissemination Agent to comply wilh this Disclosure Certificate shall be an action to compel 
perfonnance. 

SECTION 11. Duties, Immunities and Liabilities of Dissemination Agent. Where an enlity olher lhan 
the Issuer is aciing as (he Dissemination Agenl, the Dissemination Agenl shall have only such dulies as are 
specifically sel forth in (his Disclosure Certificale, and the Issuer agrees lo indemnify and save the 
Disseminaiion Agenl and its officers, directors, employees and agents, hannless against any loss, expense and 
liabilities which lhey may incur arising out of or in ihe exercise or perfonnance of iheir powers and duties 
hereunder, including the costs and expenses (including attorneys fees) of defending againsl any claim of 
liability, bul excluding liabilities due to ihe Disseminaiion Agent's negligence or willful misconduct. Any 
Dissemination Agent other lhan the Issuer shall be paid (i) compensation by the Issuer for its sen'ices provided 
hereunder in accordance with a schedule of fees lo be mutually agreed to; and (ii) all expenses, legal fees and 
advances made or incurred by Ihe Dissemination Agent in ihe perfonnance of its duties hereunder. The 
Disseminaiion Agent shall have no duty or obligation to review any infonnation provided to il by the Issuer 
pursuani lo this Disclosure Certificale. The obligalions of ihe Issuer under this Seciion shall sun'ive 
resignation or removal ofthe Dissemination Agenl and paymeni of Ihe 2008 Bonds. No person shall have any 
right to commence any aclion againsl ihe Disseminaiion Agent seeking any remedy olher lhan to compel 
specific perfonnance of this Disclosure Certificate. The Dissemination Agent shall nol be liable under any 
circumslances for monetary damages to any person for any breach under this Disclosure Certificate. 
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SECTION 12. Beneficiaries. This Disclosure Certificate shall inure solely lo the benefil ofthe Issuer, 
the Dissemination Agenl, ihe Participating Underwriters and Owners and Beneficial Owners from time to lime 
of ihe 2008 Bonds, and shall create no rights in any olher person or enlity. 

SECTION 13. Notices. Noiices with respect to this Disclosure Certificate should be sent in wriling 
to; 

Disclosure Represenlalive: 

Participating Underwriters: 

Cily of San Diego 
202 C Street 
San Diego, Caiifomia 92101 
Attention: Debt Management Director 

Stone & Youngberg LLC 
4350 La Jolla Village Drive, Suite 140 
San Diego, Caiifomia 92122 
Attention: Municipal Securities 

E. J. De La Rosa & Co., Inc. 
10866 Wilshire Boulevard, Suite 1650 
Los Angeles, Caiifomia 90024 
Attention: Municipal Securities 

IN WITNESS WHEREOF, this Certificate is executed as of the dale and year firsl sel forth above. 

COMMUNITY FACILITIES 
(LIBERTY STATION) 

DISTRICT NO. 3 

By: 
Auihorized Representative 
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EXHIBIT A 

NOTICE TO REPOSITORIES OF FAILURE TO FILE ANNUAL REPORT 

Name of Issuer: Community Facililies Districi No. 3 (Liberty Slalion) 

Name of Bond Issue: $ Community Facilities District No. 3 (Liberty Slalion) Special 
Tax Bonds Series A of 2008 

Date of Issuance: . 2008 

NOTICE IS HEREBY GIVEN lhal Community Facilities Districi No. 3 (Liberty Stalion) (the 
"Issuer") has nol provided an Annual Report with respect to the above-named 2008 Bonds as required by 
Section 3 ofthe Continuing Disclosure Certificate dated as of April 1, 2008. [The Issuer aniicipales that the 
Annual Report will be filed by .] 

Daled: 

COMMUNITY FACILITIES DISTRICT NO. 3 
(LIBERTY STATION), as Dissemination Agent 

cc: Stone & Youngberg LLC 
E. J. De La Rosa & Co.. Inc. 
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APPENDIX E 

CONTINUING DISCLOSURE AGREEMENT OF THE DEVELOPER 

This Continuing Disclosure Agreement (the "Disclosure Agreemenl") daled as of April 1, 2008 is 
executed and delivered by McMillin-NTC, LLC, a Delaware limited liability company (the "Developer"), and 
Wells Fargo Bank, National Association, as trustee (ihe "Truslee") and as disseminaiion agenl (ihe 
"Dissemination Agenl"), in connection with the execution and delivery by Community Facilities District No. 3 
(Liberty Station) (the "Issuer") of its $ Special Tax Bonds Series A of 2008 (the "2008 Bonds"). 
The 2008 Bonds are being executed and delivered pursuani lo a Bond Indenture, dated as of June 1, 2006, by 
and between the Issuer and Wells Fargo Bank, National Associalion, as tmstee (Ihe "Trustee"), as amended 
and supplemented by a Firsl Supplemental Bond Indenture, dated as of April 1, 2008 (as amended, the "Bond 
Indenture"). 

SECTION I. Pumose ofthe Disclosure Agreemenl. This Disclosure Agreement is being execuled 
and delivered by the Developer for the benefil ofthe Bondowners and Beneficial Owners and in order to assist 
Ihe Participating Underwriiers in complying wilh S.E.C. Rule 15c2-12(b)(5). Pursuani to this Disclosure 
Agreement, the Developer agrees to provide the infonnation required to be provided by the Developer 
hereunder al the time and in the manner required hereunder and as otherwise required lo comply with the Rule 
as specified in a writlen opinion of counsel to the Participating Underwriters or a naiionally recognized bond 
counsel. 

SECTION 2. Definitions. In addition lo the defmilions set forth in the Bond Indenture, which 
apply to any capitalized tenn used in this Disclosure Agreement unless otherwise defined in this Seciion, the 
following capitalized tenns shall have the following meanings: 

"Affiliate" shall mean, wilh respect to any Person, (a) each Person that, diredly or indirectly, owns or 
controls, whether beneficially or as an agent, guardian or olher fiduciary, twenty-five percent (25%) or more of 
any class of Equity Securiiies of such Person; (b) each Person that controls, is controlled by or is under 
common control wilh such Person; (c) each ofsuch Person's execulive officers, directors, and general partners; 
or (d) each Person lhat is, directly or indirectly, owned by McMillin Companies, LLC, a Delaware limited 
liability company. As ofthe dale of Ihis Disclosure Agreement, Affiliates of ihe Developer owning property or 
leasehold interests in properly wilhin the Districi include McMillin-NTC 193, LLC, McMillin-NTC Landing, 
LLC, Liberty Station-Harbor Relail, LLC, Liberty Station 210 Investors, LLC, Liberty Slalion 195 Historical 
Rehab, LLC, McMillin-NTC 901, LLC, McMillin-NTC 903/904, LLC, McMillin-NTC 905, LLC, and 
McMillin-NTC 906, LLC and Sail Ho Golf Course, LLC, 

"Annua! Report" shall mean any Annual Report provided by the Developer pursuant to, and as 
described in,-Sedions 3 and 4 of this Disclosure Agreement. 

"Beneficial Owner" shall mean any person which has or shares the power, diredly or indirectly, lo 
make inveslmenl decisions concerning ownership ofthe 2008 Bonds (including persons holding 2008 Bonds 
through nominees, depositories or olher inlennediaries). 

"Bondowner" shall mean the person or persons in whose name or names any 2008 Bond is registered. 

"Central Post Office" means the DisclosureUSA website maintained by the Municipal Advisory 
Council of Texas or any successor ihereto, or any olher organization or method approved by ihe staff or 
members of ihe Securiiies and Exchange Commission as an inlennediary through which issuers may, in 
compliance wilh Ihe Rule, make filings required by this Districi Conlinuing Disclosure Agreemenl. 
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"Disclosure Representative" shall mean such officer or employee ofthe Developer as ihe Developer 
shall designate in writing io the Dissemination Agent from lime to lime. 

"Dissemination Agenl" shall mean Wells Fargo Bank, National Associalion aciing in its capacity as 
Disseminaiion Agent hereunder, or any successor Disseminaiion Agent designated in writing by the Developer 
and which has filed with the Developer and the City a written acceptance ofsuch designation. 

"District" shall mean Community Facililies Districi No. 3 (Liberty Station) established by the City of 
San Diego. 

"Equity Securities" of any Person shall mean (a) all common stock, preferred stock, participations, 
shares, general partnership interests or other equity interests in and of such Person (regardless of how 
designated and whether or nol voting or non-voting); and (b) all warrants, options and other rights io acquire 
any ofthe foregoing. 

"Fiscal Year" shall mean ihe period beginning on July 1 of each year and ending on the next 
succeeding June 30. 

"Government Auihority" shall mean any national, slate or local government, any political subdivision 
ihereof, any department, agency, auihority or bureau of any of the foregoing, or any other Person exercising 
executive, legislative, judicial, regulatory or administrative fundions of or pertaining to govemmenl. 

"Listed Event" shall mean any ofthe evenls listed in Seciion 5(a) of this Disclosure Agreemenl. 

"National Repository'" shall mean any Naiionally Recognized Municipal Securiiies Information 
Repository for purposes ofthe Rule. 

"Official Stalemenl" shall mean the Official Statement, daled , 2008, relaling io ihe 2008 
Bonds. 

"Parily Bonds" shall mean bonds ofthe Issuer issued under ihe Bond Indenlure thai are secured on a 
parily with the 2008 Bonds. 

"Participating Underwriiers" shall mean any ofthe original Underwriiers of ihe 2008 Bonds required 
lo comply wilh the Rule in connedion with the offering of ihe 2008 Bonds. 

"Person" shall mean any natural person, corporalion, partnership, firm, association. Govemment 
Auihority or any oiher Person whether aciing in an individual fiduciary, or oiher capaciiy. 

"Repository" shall mean each National Reposilory and ihe Slate Repository. 

"Rule" shall mean Rule 15c2-12(b)(5) adopted by the Securiiies and Exchange Commission under the 
Securities Exchange Act of 1934, as ihe same may be amended from time to lime. 

"Semiannual Report" shal! mean any report to be provided by the Developer on or prior to 
November 15 of each year pursuant to, and as described in. Sections 3 and 4 of this Disclosure Agreement. 

"Slate" shall mean the Slate of California. 

"Stale Repository" shall mean any public or private reposilory or entity designed by the Stale as a 
slate repository for the purpose of ihe Rule and recognized as such by the Securiiies and Exchange 
Commission. As ofthe dale of this Disclosure Agreemenl, there is no Slate Repository. 
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SECTION 3. Provision of Annual Reports. 

(a) The Disclosure Represenlalive shall, or upon its receipi of the Annual Report the 
Dissemination Agenl shall, nol later than May 15 of each year, commencing May 15, 2008, provide lo each 
Repository, the Participating Underwriiers and the Issuer an Annual Report which is consistent wilh the 
requirements of Section 4 of this Disclosure Agreemenl. The Annual Report may be submitted as a single 
document or as separate documents comprising a package, and may include by reference other infonnation as 
provided in Section 4 of this Disclosure Agreemenl provided that the audited financial statements, if any, of 
the Developer may be submitted separately from the balance of the Annual Report and later than the dale 
required for the filing ofthe Annual Report if they are not available by that dale. In addition, the Developer 
shall, or upon iis receipi ofthe Semiannual Report the Dissemination Agent shall, not later than November 15 
of each year, commencing November 15, 2008, provide to each Repository, the Participating Undenvriters and 
the Dislricl a Semiannual Report which is consisleni with the requirements of Seciion 4 of this Disclosure 
Agreement. 

(b) Nol later than fifteen (15) Business Days prior to the dale specified in subsection (a) 
for providing the Annual Report and Semiannual Report to Repositories, the Developer shall provide the 
Annual Report or the Semiannual Report, as applicable, to ihe Dissemination Agent or shall provide 
notification lo the Dissemination Agent lhat the Disclosure Representative is preparing, or causing to be 
prepared, the Annua! Report or the Semiannual Report, as applicable, and the date which the Annual Report or 
the Semiannual Report, as applicable, is expecied to be available. If by such date, the Dissemination Agent 
has not received a copy of the Annual Report or the Semiannual Report, as applicable, or notification as 
described in the preceding sentence, the Dissemination Agent shall contact the Developer to detennine if the 
Developer is in compliance with the requirements of this subsection (b). 

(c) If the Disseminaiion Agent is unable to provide an Annual Report or Semiannual 
Report to Repositories by ihe dale required in subsection (a) or lo verify lhal an Annual Report or Semiannual 
Report has been provided to Repositories by Ihe date required in subsection (a), the Disseminaiion Agenl shall 
send a nolice lo each Repository in substanlially the fonn attached as Exhibit A. 

(d) The Dissemination Agent shall: 

(i) deiennine each year prior lo the date for providing the Annual Report and 
the Semiannual Report the name and address of each National Repository and the State Repository, if any; and 

(ii) file a report wilh the Disclosure Represenlalive and the Issuer certifying thai 
Ihe Annual Report or the Semiannual Report, as applicable, has been provided pursuani to this Disclosure 
Agreement, slating the dale it was provided and listing all the Repositories lo which it was provided. 

(e) Any filing required under this Seciion 3 may be made through the Central Posl 
Office. 

SECTION 4. Conlenl of Annual Report and Semiannual Report. 

(a) The Developer's Annual Report and Semiannual Report shall conlain or include by 
reference ihe infonnation which is available as of the date of Ihe filing of the Annual Report or the Semiannual 
Report, as applicable, relaling to the following: 

(i) a discussion of the sources of funds to finance development of property 
owned or leased by the Developer and its Affiliates within ihe District, and whether any material defaults exist 
under any loan arrangement related lo such financing; 
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(ii) a summary of deveiopmeni activity by the Developer and its Affiliates 
within the Districi, including: (a) the number of commercial parcels for which building pennits have been 
issued and the square footage of improvemems listed ihereon; (b) ihe number of parcels for which land sales 
have closed, and, in the case ofa purchase ofa parcel by an entity other than Ihe purchaser ofa residential unit, 
the name ofthe purchaser of ihe parcel and the sales price; and (c) a description of any ground lease and/or 
operating agreements execuled in connection with property owned or leased by the Developer and its Affiliates 
within the District; 

(iii) status of any major govemmenlally-imposed preconditions for 
commencement or continuation of development of the parcels owned or leased by the Developer and its 
Affiliates wilhin ihe District; 

(iv) status of completion of the development being undertaken by the Developer 
and its Affiliates and any major legislative, adminisiraiive and judicial challenges known to Ihe Developer 
adversely affecting the constmclion ofthe deveiopmeni as planned or the time for conslmction of any public or 
private improvements to be made by the Developer or any Affiliates within the District other lhan the public 
improvemenls described in (v) below (the "Landowner Improvements"); 

(v) status of completion of ihe public improvements to be acquired with 
proceeds of the 2008 Bonds (the "Districi Improvements") and a description of any major legislative, 
adminisiraiive and judicial challenges known to the Developer and materially affecting the constmclion of ihe 
District Improvements; 

(vi) any significanl amendments lo land use entitlements with respect to parcels 
wilhin ihe Dislricl owned or leased by the Developer and its Affiliates that are known to the Developer; 

(vii) status of Special Tax payments on all parcels owned by the Developer and 
its Affiliates; and 

(viii) in the Annual Report only and only if ihe Developer and its Affiliates, in the 
aggregate, own property upon which 20% or more of the Special Taxes have been levied in the Fiscal Year for 
which the Annual Report is being provided, the audited financial stalements of the Developer, if any, for most 
recently completed fiscal year, prepared in accordance with generally accepted accouniing principles as 
promulgated to apply lo private entities from time lo time by the Financial Accounting Standards Board. 

(b) In the evenl that as a result of subsequent amendment of the Rule, interpretive 
releases, no-action Idlers or olher official guidance from the Securiiies and Exchange Commission or iis slaff, 
ihe infonnation required to satisfy ihe Rule shall differ from the infonnation described above, the Developer 
shall provide to the Dissemination Agenl such other infonnation as is available lo the Developer and nol 
othenvise readily available to the Distrid. 

(c) Any and all of the items listed above may be included by specific reference to olher 
documents, including official stalements of debt issues which have been submitted to each of ihe Repositories 
or the Securities and Exchange Commission. If the document included by reference is a final official 
stalemenl, il must be available from the Municipal Securiiies Rulemaking Board. The Developer shall clearly 
identify each such other document so included by reference. 
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SECTION 5. Reporting of Significant Evenls. 

(a) Pursuant to ihe provisions of this Seciion 5, the Developer shall give, or cause lo be 
given, notice ofthe occurrence of any of the following events with respect to the 2008 Bonds, if material under 
paragraphs (b) and (c): 

(i) failure lo pay any real property taxes, special taxes or assessmenls levied 
wilhin the District on a parcel owned by the Developer or any Affiliates; 

(ii) damage to or destmction of any of the Landowner Improvements or the 
Districi Improvemenls which has a material adverse effect on the value ofthe parcels owned by the Developer 
or any Affiliales; 

(iii) material default by Ihe Developer or any Affiliate on any loan with respect 
to the constmction or pennanent financing ofthe Landowner improvemenls; 

(iv) material default by Ihe Developer or any Affiliate on any loan secured by 
property wilhin the Distrid owned or leased by the Developer or any Affiliales; 

(v) material payment defaull by the Developer or any Affiliate on any loan of 
Ihe Developer or any Affiliate (whether or not such loan is secured by propeny in the District) which is beyond 
any applicable cure period in such loan; 

(vi) the filing of any proceedings with respect to the Developer or any Affiliate, 
in which Ihe Developer or any Affiliate, may be adjudicated as bankrupt or discharged from any or all of their 
respective debts or obligalions or granted an extension of lime lo pay debts or a reorganization or readjustmem 
of debts; 

(vii) the filing of any lawsuit againsl Ihe Developer or any of its Affiliates which, 
in the reasonable judgment of the Developer, will adversely affect the completion of Ihe Dislrict 
Improvemenls, the Landowner Improvements or the development of parcels owned or leased by the Developer 
or its Affiliales wilhin the Dislrict, or litigation which if decided against the Developer or any of its Affiliates, 
in the reasonable judgment ofthe Developer, would materially adversely affect the financial condiiion of ihe 
Developer or its Affiliates; and 

(viii) A change in ihe ideniily ofthe manager ofthe Developer to an enlity lhal is 
nol an Affiliate of McMillin Companies, LLC, or McMillin Management Services, L.P. 

(b) Whenever the Developer obtains knowledge of the occurrence ofa Listed Event, the 
Developer shall as soon as possible detennine if such event would be material under applicable federal 
securiiies laws. 

(c) If the Developer detennines lhal knowledge of the occurrence of a Listed Event 
would be material under applicable federal securiiies laws, the Developer shall promptly file a notice ofsuch 
occurrence with the Dissemination Agent which shal! then distribute such nolice to the Municipal Securities 
Rulemaking Board and each State Repository, with a copy to the Issuer. 

SECTION 6. Tennination of Reporting Obligaiion. The Developer' obligations under this 
Disclosure Agreemenl shall tenninate upon the earliest ofthe following evems; 

(a) the legal defeasance, prior redemplion or paymeni in full of all of the 2008 Bonds; 
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(b) ihe date on which all of the Special Taxes attributable to the parcels owned by ihe 
Developer and its Affiliates are paid or prepaid in full, 

(c) if as ofthe date for filing the Annual Report or Semiannual Report the Developer and 
its Affiliales own or lease property wilhin the Districi which is responsible, in the current Fiscal Year, for less 
than twenty percent (20%) of the Special Taxes levied in the Fiscal Year for which the Annual Report or 
Semiannual Report is being prepared and not less lhan 95% of ihe Dislrict Improvements lo be acquired with 
proceeds ofthe 2008 Bonds have been acquired and completed, 

(d) if. as ofthe dale for filing the Annual Report or Semiannual Report (1) ihe Developer 
and its Affiliates own property within the District which is in the current Fiscal Year or would be in the nexl 
Fiscal Year responsible for between twenty percent (20%) and thirty-five percent (35%) of the Special Tax 
levied at the time for which the Annual Report or Semiannual Report is being prepared, (2) not less than 95% 
ofthe Dislrict Improvemenls lo be acquired with proceeds ofthe Bonds have been acquired and completed, 
and (3) each building in the Districi owned by the Developer and its Affiliates and intended for lease has been, 
since completion of constmclion ofsuch building, at least 80% occupied at one lime or another; or 

(e) upon the delivery by the Developer to the Issuer of an opinion of nationally 
recognized bond counsel lo the effect lhat the infonnation required by this Disclosure Agreement is no longer 
required. Such opinion shall be based on infonnation publicly provided by the Securities and Exchange 
Commission or a private letter mling obtained by Ihe Developer or a private letter mling obtained by a similar 
entity lo the Developer. If such tennination occurs prior to the final maturity ofthe 2008 Bonds, the Developer 
shall give notice ofsuch tennination in ihe same manner as for an Annual Report hereunder. 

SECTION 7. Disseminaiion Agent. The Developer may from lime lo time, appoint or engage a 
Dissemination Agent (o assist it in carrying out its obligalions under this Disclosure Agreement, and may 
discharge any such Disseminaiion Agenl. with or wilhout appointing a successor Dissemination Agenl. Ifthe 
Disseminaiion Agenl is not the Developer, ihe Dissemination Agent shall not be responsible in any manner for 
the conlenl of any nolice or report prepared by the Developer pursuani to this Disclosure Agreemenl. 

SECTION 8. Amendment; Waiver. Notwithstanding any other provision of ihis Disclosure 
Agreement, the Developer may amend this Disclosure Agreemenl, and any provision of this Disclosure 
Agreemenl maybe waived, provided that the following conditions are satisfied: 

(a) ifthe amendment or waiver relates to the provisions of Sedions 3(a), 4 or 5, it may 
only be made in connection with a change in circumslances that arises from a change in legal requirements, 
change in law, or change in the identity, nature or status of an obligated person with resped to the 2008 Bonds. 
or the lype of business conducted; 

(b) this Disclosure Agreemenl, as amended or taking into accounl such waiver, would, in 
the opinion of nationally recognized bond counsel addressed to the Issuer, the Tmstee and the Participaling 
Undenvriters, have complied with the requirements ofthe Rule al the time ofthe original issuance ofthe 2008 
Bonds, after laking inlo account any amendments or interpretations of the Rule, as well as any change in 
circumstances; 

(c) ihe amendmenl or waiver either (i) is approved by the Bondowners in the same 
manner as provided in the Bond Indenlure for amendments lo the Bond indenlure with the consent of 
Bondowners, or (ii) does nol, in the opinion of nationally recognized bond counsel addressed to the Issuer and 
ihe Tmslee, materially impair the interests ofthe Bondowners or Beneficial Owners ofthe 2008 Bonds; and 

(d) ihe Developer, or the Dissemination Agent, shall have delivered copies of the 
amendmenl and any opinions delivered under (b) and (c) above. 
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In the evenl of any amendment or waiver of a provision of this Disclosure Agreement, the Developer 
shall describe such amendment in (he next Annual Report or Semiannual Report, and shall include, as 
applicable, a narrative explanation ofthe reason for the amendmenl or waiver and its impact on the lype (or, in 
the case ofa change of accounting principles, on the presentation) of financial informaiion or operating data 
being presented by the Developer. In addition, if the amendmenl relales lo the accounting principles to be 
followed in preparing financial statements, (i) notice ofsuch change shall be given to the Municipal Securities 
Rulemaking Board, the Stale Repository, if any, and ihe Repositories; and (ii) the Annual Report for the year 
in which the change is made should present a comparison (in narrative fonn and also, if feasible, in 
quantitative fonn) between Ihe financial statements as prepared on the basis of the new accouniing principles 
and ihose prepared on the basis of the fonner accouniing principles. The comparison of financial data 
described in clause (ii) of the preceding sentence shall be provided al the time financial statements, if any, are 
filed under Section 4(a)(viii) hereof. 

SECTION 9. Additional Infonnation. Nothing in this Disclosure Agreemenl shall be deemed to 
prevent the Developer from disseminating any olher infonnation, using ihe means of disseminaiion sel forth in 
this Disclosure Agreement or any other means of communication, or including any olher infonnation in any 
Annual Report, Semiannual Report or nolice of occurrence of a Listed Evenl, in addition to lhat which is 
required by this Disclosure Agreemenl. If the Developer choose to include any infonnation in any Annual 
Report, Semiannual Report or notice of occurrence ofa Listed Evenl in addition to that which is specifically 
required by this Disclosure Agreemenl, the Developer shall have no obligaiion under this Disclosure 
Agreement to updale such infonnation or include it in any future Annual Report, Semiannual Report or notice 
of occurrence ofa Listed Evenl. 

The Developer acknowledge and understands that other slate and federal laws, including but not 
limiled to the Securities Ad of 1933 and Rule I0b-5 promulgated under the Securiiies Exchange Acl of 1934, 
may apply to the Developer, and that under some circumstances compliance wilh this Disclosure Agreemenl, 
wilhout additional disclosures or other action, may not fully discharge all duties and obligations of the 
Developer under such laws. 

SECTION 10. Default. In Ihe event of a failure of the Developer lo comply wilh any provision of 
ihis Disclosure Agreement, any Participating Undenvriters or any Bondowner or Beneficial Owner ofthe 2008 
Bonds may take such adions as may be necessary and appropriate, including seeking mandate or specific 
perfonnance by court order, to cause the Developer or the Disseminaiion Agenl to comply with its obligations 
under Ihis Disclosure Agreement. A default under ihis Disclosure Agreement shall not be deemed an Event of 
Default under the Bond Indenture, and Ihe sole remedy under this Disclosure Agreement in the event of any 
failure ofthe Developer to comply with this Disclosure Agreement shall be an action to compel perfonnance. 
Neither the Dissemination Agent nor ihe Developer shall have any liability to the Bondowners or any other 
party for any monetary damages or financial liability of any kind arising from or relaling to this Disclosure 
Agreemenl. 

SECTION 11. Dulies, Immunities and Liabilities of Disseminaiion Agent. The Dissemination 
Agent shall have only such dulies as are specifically set forth in Ihis Disclosure Agreement and the Developer 
agree to indemnify and save the Disseminaiion Agent, its officers, direclors, employees and agents, hannless 
againsl any loss, expense and liabilities which they may incur arising out of or in the exercise or perfonnance 
of iheirs powers and dulies hereunder, including the costs and expenses (including attorneys fees) of defending 
againsl any claim of liability, bul excluding liabilities due lo the Dissemination Agent's negligence or willful 
misconduct. The Dissemination Agent shall not be deemed to be acting in any fiduciary capacity for the 
Developer, the Participaling Undenvriters, Bondowners or Beneficial Owners or any olher party. The 
Dissemination Agent may rely and shall be proiected in acting or refraining from aciing upon a direction from 
the Developer or an opinion of naiionally recognized bond counsel. The obligalions ofthe Developer under 
this Seciion shall sun'ive resignation or removal of the Dissemination Agent and payment of the 2008 Bonds. 
No person shall have any right lo commence any adion againsl the Disseminaiion Agenl seeking any remedy 
olher lhan to compel specific perfonnance of ihis Disclosure Agreemenl. 
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The Dissemination Agenl will not, without the Developer' prior written consenl, settle, compromise or 
consenl to the entry of any judgment in any pending or threatened claim, action or proceeding in resped of 
which indemnification may be sought hereunder unless such settlement, compromise or consent includes an 
uncondilional release ofthe Developer and its controlling persons from all liability arising out ofsuch claim, 
action or proceedings. Ifa claim, aclion or proceeding is settled with the consent ofthe Developer or if there is 
a final judgment (other than a stipulated final judgment wilhout the approval of the Developer) for the plaintiff 
in any such claim, aclion or proceeding, with or without the consent of the Developer, the Developer agree to 
indemnify and hold hannless the Disseminaiion Agent to the extent described herein. 

SECTION 12. Reporting Obligation of Developer's Transferees. The Developer shall, in 
connection with any sale or transfer of ownership of land wilhin ihe Districi Io a person or entity other than an 
Affiliate which will result in the transferee (which tenn shall include any successors and assigns of Ihe 
Developer) becoming responsible (i) for the payment of more lhan 20 percent of ihe Special Taxes levied on 
property wilhin the Dislricl in the Fiscal Year following such transfer and (ii) for Ihe conslmction and/or 
installation of some or all ofthe Landowner Improvements or the Dislrict Improvements, cause such transferee 
lo enter inlo a disclosure agreement with tenns substantially similar to the lenns of this Disclosure Agreement, 
whereby such transferee agrees to be bound by ihe obligalions of the Developer under this Disclosure 
Agreement as an additional obligated party, after which the Developer's obligations under this Disclosure 
Agreemenl assumed by such transferee shall tenninate. Additionally, the Developer shall, in connection with 
any sale or iransfer of ownership of land wilhin the District lo a person or entity oiher lhan an Affiliate which 
will result in the transferee becoming responsible for the payment of 20 percent or more ofthe Special Taxes 
levied on propeny wilhin the Distrid in the Fiscal Year following such transfer, but where the transferee is nol 
responsible for the constmclion or installation of some or all ofthe Landowner Improvements or the Districi 
Improvemenls, cause such transferee lo enter into a disclosure agreement with tenns substantially similar to 
the tenns of this Disclosure Agreemenl, whereby such transferee agrees to provide its audited financial 
stalements, if any, and, as lo the property owned by it, the infonnation ofthe lype described in Section 4(a)(ii), 
(iii), (vi) (vii) and (viii) and Seciion 5 of this Disclosure Agreement; provided that such transferee's 
obligations under such disclosure agreement shall tenninate upon the land owned by the transferee becoming 
responsible for the paymeni of less than 20 percent ofthe annual Special Taxes. 

SECTION 13. Developer as Independent Contractor. In perfonning under this Disclosure 
Agreement, il is understood thai the Developer is nol an agent ofthe Dislricl. 

SECTION 14. Beneficiaries. This Disclosure Agreemenl shall inure solely to the benefit ofthe 
Developer, ihe District, Ihe Dissemination Agent, the Participaling Undenvriters and Bondowners and 
Beneficial Owners from time to time of ihe 2008 Bonds, and shall creale no rights in any other person or 
entity. 

MCMILLIN-NTC, LLC, a Delaware limited liability 
company 

By: 
Its: Auihorized Represenlalive 

WELLS FARGO BANK, NATIONAL ASSOCIATION as 
Dissemination Agenl 

By: 
Auihorized Officer 
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EXHIBIT A 

NOTICE TO REPOSITORIES OF FAILURE TO FILE ANNUAL REPORT 

Name ofthe Issuer: Community Facilities Districi No. 3 (Liberty Stalion) 

Name of Bond Issue; Community Facilities Distrid No.3 (Liberty Slalion) Special Tax Bonds 
Senes A of 2008 

Date of Issuance: , 2008 

NOTICE IS HEREBY GIVEN that McMillin-NTC, LLC and McMillin 903/904, LLC have not 
provided an [Annua! Report or Semiannual Report] with respect to the above-named 2008 Bonds as required 
by the Conlinuing Disclosure Agreement of the Developer. [The Developer anticipates thai such [Annual 
Report or Semiannual Report] will be filed not later than , .] 

Daled: 

WELLS FARGO BANK, NATIONAL ASSOCIATION as 
Dissemination Agent 

cc: City of San Diego 
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APPENDIX F 

FORM OF OPINION OF BOND COUNSEL 

[Closing Date] 

Communily Facilities Dislricl No. 3 (Liberty Station) 
San Diego, Caiifomia 

Re: $ Community Facililies Districi No. 3 (Liberty Slalion) Special Tax 
Bonds Series A of 2008 

Ladies and Gentlemen: 

We have examined the Constitution and the laws of the State of Caiifomia, a certified record of the 
proceedings ofthe Cily of San Diego taken in connedion with the formalion of Communily Facilities Districi 
No. 3 (Liberty Station) (the "Distrid") and the authorization and issuance ofthe District's Special Tax Bonds 
Series A of 2008 in the aggregate principal amount of $ (the "2008 Bonds") and such other 
infonnation and documents as we consider necessary to render this opinion. In rendering this opinion, we 
have relied upon certain representations of fact and certifications made by the District, the initial purchasers of 
the 2008 Bonds and others. We have nol undertaken lo verify through independent investigation the accuracy 
ofthe representations and certifications relied upon by us. 

The 2008 Bonds have been issued pursuani to the Mello-Roos Communily Facilities Act of 1982, as 
amended (comprising Chapter 2.5 of Part 1 of Division 2 of Title 5 ofthe Government Code ofthe Slate of 
Caiifomia), and a Bond Indenture, daled as of June I, 2006, by and between the Issuer and Wells Fargo Bank, 
National Association, as tmslee (the "Trustee'"), as amended and supplemented by a First Supplemental Bond 
Indenlure, daled as of April 1, 2008 (as amended, the "Bond Indenture"). All capiialized terms nol defined 
herein shall have the meaning sel forth in the Bond Indenture. 

The 2008 Bonds are daled their dale of delivery and mature on the dales and in the amounts set forth 
in the Bond Indenture. The 2008 Bonds bear interest payable semiannually on each March I and September 1, 
commencing on Seplember 1. 2008, at ihe rates per annum sel forth in ihe Bond Indenlure. The 2008 Bonds 
are registered 2008 Bonds in the fonn set forth in Ihe Bond Indenture, redeemable in the amounis, al ihe times 
and in the manner provided for in the Bond Indenlure. 

Based upon our examination ofthe foregoing, and in reliance thereon and on all matters of fad as we 
deem relevant under the circumstances, and upon consideration of applicable laws, we are ofthe opinion lhat: 

(1) The 2008 Bonds have been duly and validly authorized by the Dislrict and are legal, valid and 
binding limited obligations of the Distrid, enforceable in accordance with their lenns and the tenns of the 
Bond Indenlure, excepi as ihe same may be limiled by bankmplcy, insolvency, reorganization, moratorium, 
fraudulent conveyance and other similar laws affecting creditors' rights generally, or by the exercise of judicial 
discreiion in accordance with general principles of equity or otherwise in appropriale cases, or by the 
limitations on legal remedies against public agencies in the Slate of Caiifomia. The 2008 Bonds are Hmited 
obligalions ofthe Districi but are not a debt ofthe City of San Diego, the Stale of Caiifomia or any oiher 
political subdivision ihereof within Ihe meaning of any constitutional or statutory limitation, and, except for 
the Special Taxes, neither the failh and credil nor the laxing power of the Cily of San Diego, the Stale of 
Caiifomia, or any of its political subdivisions is pledged for the paymeni ihereof. 
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(2) The execution and delivery ofthe Bond Indenture has been duly authorized by the Districi, 
and the Bond Indenture is valid and binding upon the District and is enforceable in accordance with its tenns, 
excepi to the extent lhal enforceability may be limited by bankmplcy, insolvency, reorganization, moratorium, 
fraudulent conveyance and olher similar laws affecting creditors' rights generally, and by the exercise of 
judicial discretion in accordance with genera! principles of equity or otherwise in appropriale cases, and by the 
limitations on legal remedies against public agencies in the State of Caiifomia; provided, however, we express 
no opinion as to the enforceability of the covenant of the Districi conlained in the Bond Indenlure lo levy 
Special Taxes for the paymeni of Administrative Expenses or as to any indemnification, contribution, choice of 
law, choice of fomm, penalty or waiver provisions contained therein. 

(3) The Bond Indenture creates a valid pledge of thai which the Bond Indenture purports to 
pledge, subject to the provisions of the Bond Indenlure, excepi lo the extent thai enforceability of the Bond 
Indenlure may be limited by bankmplcy, insolvency, reorganization, moratorium, fraudulent conveyance and 
other similar laws affecting creditors' rights generally, or by the exercise of judicial discreiion in accordance 
with general principles of equity or othenvise in appropriale cases, or by the limitaiions on legal remedies 
against public agencies in the Stale of Caiifomia. 

(4) Under exisling statutes, regulations, mlings and judicial decisions, interest (and original issue 
discounl) on the 2008 Bonds is excluded from gross income for federal income tax purposes and is not an item 
of tax preference for purposes of calculating the federal alternative minimum lax imposed on individuals and 
corporations; however, il should be noted that, with respect to corporations, such interest (and original issue 
discounl) will be included as an adjustmenl in the calculation of allemalive minimum taxable income, which 
may affect the altemative minimum tax liability of corporations. 

(5) Interesl (and original issue discounl) on the 2008 Bonds is exempt from Stale of Caiifomia 
personal income lax. 

(6) The difference between the issue price ofa 2008 Bond (the first price at which a substantial 
amount of the 2008 Bonds of a maturity are to be sold to the public) and the slated redemplion price at 
maturity with respect to such 2008 Bond constitutes original issue discount. Original issue discounl accmes 
under a constant yield method, and original issue discounl will accme to an Owner of ihe 2008 Bonds before 
receipi of cash attributable lo such excludable income. The amouni of original issue discount deemed received 
by an Owner ofthe 2008 Bonds will increase such owner's basis in the applicable 2008 Bond. Original issue 
discount lhat accmes for the Owner ofthe 2008 Bonds is excluded from the gross income ofsuch owner for 
federal income lax purposes, is nol an item of lax preference for purposes of calculating the federal alternative 
minimum tax imposed on individuals or corporations (as described in paragraph 4 above) and is exempt from 
State of California personal income tax. 

(7) The amouni by which an owner's original basis for determining loss on sale or exchange in 
the applicable 2008 Bond (generally the purchase price) exceeds the amount payable on maturity (or on an 
earlier call date) conslilutes amortizable 2008 Bond premium which must be amortized under Seciion 171 of 
the Code; such amortizable 2008 Bond premium reduces the owner's basis in the applicable 2008 Bond (and 
the ainount of tax-exempt inleresl received), and is nol deductible for federal income tax purposes. The basis 
reduction as a result ofthe amortizalion of 2008 Bond premium may result in an Owner of ihe 2008 Bonds 
realizing a taxable gain when a 2008 Bond is sold by the owner for an amouni equal lo or less (under certain 
circumstances) lhan the original cosl of ihe 2008 Bond to the owner. 

The opinions expressed in paragraphs (4) and (6) above as lo the exclusion from gross income for 
federal income lax purposes of imeresi (and original issue discounl) on the 2008 Bonds is subject lo the 
condiiion lhal the Districi complies with all requirements ofthe Internal Revenue Code of 1986, as amended 
(the "Code"), lhat must be salisfied subsequent to Ihe issuance ofthe 2008 Bonds to assure lhat such inlerest 
(and original issue discounl) will nol become includable in gross income for federal income lax purposes. 
Failure to comply with such requirements ofthe Code might cause interest (and original issue discounl) on the 
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2008 Bonds lo be included in gross income for federal income lax purposes retroactive lo the dale of issuance 
of the 2008 Bonds. The Dislricl has covenanted to comply with all such requirements. Excepi as sel forth in 
paragraphs (4), (5), (6) and (7) above, we express no opinion as to any tax consequences related lo the 2008 
Bonds. 

Certain requirements and procedures contained or referred lo in the Bond Indenlure may be changed, 
and certain actions may be taken, under the circumstances and subject lo the tenns and conditions sel forth in 
the Bond Indenture, upon the advice or with the approving opinion of counsel naiionally recognized in the area 
of tax-exempt obligalions. We express no opinion as lo ihe effect on exclusion of interesl on the 2008 Bonds 
from gross income for federal income tax purposes on and after the date on which any such change occurs or 
action is taken upon the advice or approval of counsel olher lhan Stradling Yocca Carlson & Rauth, a 
Professional Corporalion. 

We are admitted lo ihe practice of law only in (he Slate of Caiifomia and our opinion is limited to 
matters governed by the laws ofthe Stale of Caiifomia and federal iaw. We assume no responsibility with 
resped to the applicability or the effect ofthe laws of any other jurisdiction and express no opinion as lo the 
enforceability ofthe choice of law provisions contained in the Bond Indemure. 

The opinions expressed herein are based upon an analysis of exisling statutes, regulations, mlings and 
judicial decisions and cover certain matters not diredly addressed by such authorities. We call attention to ihe 
facl lhal the foregoing opinions may be affected by actions taken (or nol taken) or evenls occurring (or not 
occurring) after the dale hereof. We have not undertaken to detennine, or to infonn any person, whether such 
actions or evenls are taken (or not taken) or do occur (or do not occur). 

We express no opinion herein as to the accuracy, completeness or sufficiency of the Official 
Stalemenl or other offering material relating to the 2008 Bonds and expressly disclaim any duty to advise the 
owners ofthe 2008 Bonds with resped to the matters conlained in the Official Statement. 

Respectfully submitted, 
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APPENDIX G 

BOOK ENTRY ONLY SYSTEM 

The informaiion in ihis seciion concerning DTC and DTC's book-enlty only system has been obtained 
from sources lhal the Dislricl believes lo be reliable, but the District lakes no responsibility for the 
completeness or accuracy ihereof The following description of the procedures and record keeping with 
resped to beneficial ownership interests in the 2008 Bonds, payment of principal, premium, if any, accreted 
value ami interest on the 2008 Bonds lo DTC Partidpanls or Beneficial Owners, confirmation and transfers of 
beneficial ownership interests in the 2008 Bonds and olher related transactions by and between DTC, the DTC 
Participants and fhe Beneficial Owners is based solely on information provided by DTC. 

The Depositor)' Trust Company ("DTC"), New York, NY, will acl as securities depository for ihe 
2008 Bonds (the "2008 Bonds"). The 2008 Bonds will be issued as fully-regislered securiiies registered in the 
name of Cede & Co. (DTC's partnership nominee) or such olher name as may be requesled by an auihorized 
represenlalive of DTC. One fully-registered 2008 Bond certificate will be issued for each maturity ofthe 2008 
Bonds, in the aggregate principal amount ofsuch maturity, and will be deposited with DTC. 

DTC, the world's largest securiiies depository, is a limited-purpose tmst company organized under the 
New York Banking Law, a "banking organization" within the meaning of the New York Banking Law, a 
member ofthe Federal Reserve System, a "clearing corporation" within the meaning ofthe New York Uniform 
Commercial Code, and a "clearing agency" registered pursuani to the provisions of Seciion I7A of the 
Securities Exchange Act of 1934. DTC holds and provides asset sen'icing for over 2.2 million issues of U.S. 
and non-U.S. equity issues, corporate and municipal debt issues, and money markel instmments from over 100 
countries lhal DTC's partidpanls ("Direct Participants") deposit wiih DTC. DTC also facilitates the post-trade 
settlement among Direcl Participants of sales and olher securiiies transadions in deposited securities, ihrough 
electronic computerized book-enlry transfers and pledges between Direcl Participants' accounts. This 
eliminales the need for physical movement of securities certificates. Direcl Participants include both U.S. and 
non-U.S. securiiies brokers and dealers, banks, tmst companies, clearing corporaiions, and certain olher 
organizations. DTC is a wholly-owned subsidiary of The Deposilory Tmsl & Clearing Corporalion 
("DTCC"). DTCC, in turn, is owned by a number of Direct Partidpanls of DTC and Members of ihe National 
Securiiies Clearing Corporalion, Fixed Income Clearing Corporalion and Emerging Markets Clearing 
Corporalion (NSCC, FICC, and EMCC, also subsidiaries of DTCC), as well as by the New York Stock 
Exchange, Inc., the American Stock Exchange LLC, and the National Association of Securities Dealers, Inc. 
Access to the DTC system is also available to others such as both U.S. and non-U.S. securiiies brokers and 
dealers, banks, tmsl companies, and clearing corporaiions that clear through or maintain a custodial 
relationship with a Direct Participant, either diredly or indireclly("lndirect Participants"). DTC has 
Standard & Poor's highesl raiing: AAA. The DTC Rules applicable lo iis Participanls are on file wilh the 
Securiiies and Exchange Commission. More infonnation aboul DTC can be found al www.dlcc.coin and 
www.dlc.org. 

Purchases of 2008 Bonds under the DTC system must be made by or ihrough Direcl Participanls, 
which will receive a credit for the 2008 Bonds on DTC's records. The ownership inleresl of each adual 
purchaser of each 2008 Bond ("Beneficial Owner")is in turn to be recorded on the Direcl and Indired 
Participants' records. Beneficial Owners will not receive written confirmation from DTC of their purchase. 
Beneficial Owners are, however, expecied to receive written confinnations providing details ofthe transaciion, 
as well as periodic stalements of their holdings, from the Direcl or Indirect Participant ihrough which the 
Beneficial Owner entered into the transaction. Transfers of ownership interests in the 2008 Bonds are to be 
accomplished by entries made on the books of Direcl and Indirect Participants aciing on behalf of Beneficial 
Owners. Beneficial Owners will nol receive cerlificales representing their ownership interests in 2008 Bonds, 
except in the evenl lhal use of ihe book-entry system for the 2008 Bonds is discontinued. 
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To facilitate subsequent transfers, all 2008 Bonds deposited by Direcl Participants with DTC are 
registered in the name of DTC's partnership nominee, Cede & Co., or such other name as may be requested by 
an auihorized represenlalive of DTC. The deposit of 2008 Bonds with DTC and their registration in the name 
of Cede & Co. or such olher DTC nominee do not effect any change in beneficial ownership. DTC has no 
knowledge ofthe aclual Beneficial Owners of the 2008 Bonds: DTC's records refleci only ihe identity ofthe 
Direct Participanls to whose accounts such 2008 Bonds are credited, which may or may nol be Ihe Beneficial 
Owners. The Direcl and indirect Participants will remain responsible for keeping account of their holdings on 
behalf of their customers. 

Conveyance of notices and olher communications by DTC to Direcl Participants, by Direct 
Participants lo Indirect Participanls, and by Direcl Participants and Indirect Participants to Beneficial Owners 
will be governed by arrangements among ihem, subject lo any slalutory or regulatory requirements as may be 
in effect from time to lime. Beneficial Owners of 2008 Bonds may wish to lake cenain steps to augment the 
transmission to them of notices of significant events with respect to the 2008 Bonds, such as redemptions, 
tenders, defaults, and proposed amendments lo the 2008 Bond documenls. For example, Beneficial Owners of 
2008 Bonds may wish to ascertain that the nominee holding the 2008 Bonds for their benefil has agreed lo 
obtain and transmit noiices to Beneficial Owners. In the alternative, Beneficial Owners may wish to provide 
their names and addresses to the registrar and request that copies of noiices be provided diredly to Ihem. 

Redemption notices shall be sent lo DTC. If less than all of ihe 2008 Bonds within a maturity are 
being redeemed, DTC's practice is to determine by lot the amouni ofthe inlerest of each Direct Participant in 
such maturity to be redeemed. 

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consenl or vole with respect to 2008 
Bonds unless auihorized by a Direcl Participant in accordance with DTC's procedures. Under its usual 
procedures, DTC mails an Omnibus Proxy lo the District as soon as possible afier ihe record date. The 
Omnibus Proxy assigns Cede & Co.'s consenting or voting rights lo those Direct Participants lo whose 
accounts 2008 Bonds are credited on Ihe record date (identified in a listing attached to the Omnibus Proxy). 

Principal, redemplion price and imeresi paymenls on the 2008 Bonds will be made to Cede& Co., or 
such other nominee as may be requested by an authorized representative of DTC. DTC's practice is to credil 
Direcl Participants' accounts upon DTC's receipi of funds and corresponding detail information from the 
Distrid or ihe Tmslee, on payable date in accordance wilh their respedive holdings shown on DTC's records. 
Payments by Participants io Beneficial Owners will be governed by standing instructions and customary 
pradices, as is the case with securities held for the accounls of customers in bearer form or registered in "street 
name," and will be the responsibility ofsuch Participant and nol of DTC, the Truslee, or ihe District, subject to 
any statutory or regulatory requirements as may be in effect from time io lime. Payment of principal, 
redemption price and interest payments to Cede & Co. (or such other nominee as may be requesled by an 
auihorized representative of DTC) is the responsibility of the Dislricl or the Tmstee, disbursement of such 
payments lo Direcl Participants will be the responsibility of DTC, and disbursement ofsuch payments lo the 
Beneficial Owners will be the responsibility of Direct and Indired Participants, 

DTC may discontinue providing its sen'ices as depositor,' wiih resped to the 2008 Bonds ai any lime 
by giving reasonable nolice lo ihe Districi or the Tmslee. Under such circumstances, in the event lhal a 
successor deposilory is not obtained, 2008 Bond certificates are required lo be printed and delivered. 

The District may decide lo discontinue use ofthe system of book-entry-only transfers ihrough DTC 
(or a successor securities deposilory). In lhat evenl, 2008 Bond certificates will be printed and delivered. 
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INTRODUCTION 

The purpose of this report is to discuss the recent housing price trends/patterns as well as the mortgage 
loan characteristics of the parcels owned by the homeowners in Community Facilities District No. 3 
(Liberty Station); additionally, the mortgage loan characteristics are related to the timeliness of the 
special tax payments for these parcels. 

This report is intended to provide prospective bond purchasers with infonnation relevant in their 
consideration of whether to invest in the bonds; however, this report should nol be construed as a 
recommendation to invest in, or make a purchase ofthe Bonds. 

This report does not intend to arrive at any predictions of future special tax delinquencies for 
homeowners in CFD No. 3. 

During Summer-2004 through Summer-2007 there was a fundamental shift in the driving force 
underlying housing price appreciation, from the historical role of employmenl growth to adjustable rate 
and creative financing structures. During this time period, these financing structures and related 
financing factors were the primary driving forces underlying the extraordinary rate of housing price 
appreciation for Southern Caiifomia, by approximately 50% and also for San Diego County, by 
approximately 48%. 

Recently, there has been a considerable amount of discussion regarding the softening ofthe residential 
real estate markel, as a whole, and how this may impact special tax delinquencies, in particular. 
Furthennore, recent purchasers of new homes in newly developing communities may be at a higher 
risk of having mortgage loan delinquencies as well as tax delinquencies due to the following factors: 

> Recent purchasers of homes pay current markel prices, and so they typically have 
not accumulated much equity. 

> Recent purchasers of homes often utilize adjustable loan stmctures (which include, in some 
cases, aggressive, creative mortgage loan stmctures)/ 

> Many ofthe recent purchasers of new homes in a specific project have similar mortgage 
structures, since most of them used the builder's preferred lender. 

So, for recent purchasers of homes in newly developing communities, there is a concentration of risk 
as compared to the broader housing markel which has homeowners who are much more diverse, with 
regards to the time of purchase and hence amount of equity as well as various types of mortgage 
stmctures and geographical locations. 

Although residential projects lhat have their homes buill and occupied by homeowners are typically 
viewed as providing bondholders with strong credits, some ofthe homeowners, due to their adjustable 
loan stmctures (which include, in some cases, aggressive, crealive mortgage loan stmctures), may face 
challenges in making their mortgage and tax payments on a timely basis. 



Site Visit of CFD No. 3 - Liberty Station 

Based upon a visit to the project site on December 19, 2007, Empire observed that the homes appeared 
lo be constmcted in a high quality fashion and they are well maintained by the homeowners; 
additionally, casual observations revealed that only a few ofthe homes had for-sale signs. 



PART I: RECENT HOUSING PRICE TRENDS/PATTERNS 

OVERVIEW / EXECUTIVE SUMMARY 

The purpose of this section is to perform an analysis ofthe recent housing price trends/patterns for San 
Diego County and also the homes in CFD No. 3 and, additionally, to "test" the Assessed Values for 
the homes in CFD No. 3 that have recently sold during 2007, using recent sales prices; accordingly, the 
primary results are as follows: 

San Diego Counly Housing Price Trends/Patterns 
> The analysis ofthe recent housing price trends/patterns for the San Diego County, as a whole, 

starts with an oven'iew of the various price indices, and then selects the index which is 
regarded as having the highesl degree of accuracy/reliability. 

> Wilh regards to the selection of a specific index, Empire regards the S&P/Case-Schiller Index 
as having the highest degree of accuracy-reliability, since it uses paired sales (the recent and 
prior sales prices ofthe same homes). 

> During the 1998 to 2005 time period, housing prices in San Diego County increased 
significantly, but then, due to the softness in the real estate market, prices stabilized in 2006 
and then declined in 2007. 

> Further analysis of prices on a monthly basis reveals that there have been substantial price 
declines during October and November 2007, some -11.1% to -13.4%, as compared to October 
and November 2006, respeclively. 

Price Trends/Patterns for Homes in CFD No. 3 
'r The purpose of this analysis is to gauge the trends for the changes in housing prices for the 

homes in CFD No, 3, in particular, 
> The housing sales were partitioned into two groups, in order lo remove price abenations lhat 

may occur as a result of difference in product types, attached and detached. 
> Based upon an analysis of the sales dates and value raiios for the 94 attached homes in CFD 

No. 3. the trend line reflects the following: prices increased from October 2003 to Febmary 
2007, reached a peak level in February-March 2007, and since then decreased slightly. 

'y Based upon an analysis ofthe sales dates and value ratios for the 238 detached homes in CFD 
No. 3, the trend line reflects the following: prices increase from May 2003 to June 2006, prices 
reached a peak level in June 2006, and then prices decreased significantly thereafter. 

CFD Recent Resales: Assessed Values vs. Recent Sales Prices: 
The purpose of this section is to "test" the Assessed Values (AVs) for the homes in CFD No. 3 that 
have been resold during 2007. 
Empire identified 19 homes lhat sold in CFD No. 3 during January - December 2007; their Recent 
Sales Prices during 2007 and their Assessed Values (AVs) as of January 1, 2007 are as follows: 

> The Recent Sales Prices are higher than their AVs as of Januaiy 1, 2007 by some $151,951, or 
+20.1 %, on the average. 

> Further detailed analysis of the 19 recent home sales revealed that 18 of them had Recent Sales 
Prices that were higher than their AV as of January 1, 2007. However, for 1 sale, the Recenl 
Sales Price was lower than its AV as of January 1, 2007 by some -$35,523, or -4.3%). 



SECTION I 

SAN DIEGO COUNTY PRICE TRENDS/PATTERNS 

The analysis ofthe recent housing price trends/patterns for the San Diego County, as a whole, starts 
with an overview ofthe various price indices, and then selects the index which is regarded as having 
the highest degree of accuracy/reliability. Next, the recent changes in housing prices are analyzed on 
an annual basis during 3988-2007 as well as on monthly basis for 2006-2007. 

Description of the Four Major Price Indices and Selection of an Index 

Based upon extensive research on various measures of housing prices, Empire has identified four 
major housing price indices; accordingly, their characteristics are set-forth in the following table: 

Enli ly 

Souvci' of Data 

Market Coverage 

Price SlatiMic 

Price Slalislir - Remarks 

Data Releases 

Remarks 

S&P/Case-Schiller 

Private Company 

Public Records on Housing Sales 

Hxisiing Single-family Homes 

Paired Sales: Resales Only 

Comrolled Sample 

Monthly 

Excludes New Homes, and 

At lac lied Homes 

DataQukk 

Private Company 

Public Records on Housing Sales 

Al l Recorded Sales: 

E>,isiinj; and New Homes 

Median 

Home Sizes May Vary 

Momlily 

Includes Apartmenl Conversions 

Office of Federal Housing 

Enterprise Oversight (OFHEO) 

Federal Govemmenl Agency 

Public Records Sales Data & Also 

Loan Data 

Existing Single-family Homes 

Paired Sales: Resales Only 

Con trolled Sample 

Ouanerly 

Homes with ronfonning l_cjaiis 

Onlv 

Bo md of Realtors 

Private Company 

Multiple Listings 

Al l Sales by Realtors 

Median 

Home Sizes May Vary 

Monthlv 

Limited lo Realtor Sales 

With regards to the selection of a specific index, Empire regards the S&P/Case-Schiller Index as 
having the highesl degree of accuracy-reliability, due to the following: 

> This index uses paired sales and so the index accurately reflects changes in housing prices by 
using repeat sales of the same homes at different limes, thereby controlling for their specific 
characteristics. 

Paired Sale: The most recent sales price ofa home, as compared to the prior sales price ofthe 
same home. 

> By comparison, most other indices use the median price for homes that sell in a specific time 
period, and so part of the changes in housing prices may be due to differences in the 
characteristics ofthe homes in different time periods - product types, lot sizes, sizes of living 
areas, etc. 

Finally, il is worthwhile to note that the S&P/Case-Schiller Index, in the context ofthe current housing 
market downturn, probably represents a somewhat conservative estimate of actual housing price 
declines. This is because the index does not include new housing sales, and these have recently been 
subject to sharper price declines than existing homes, as builders have liquidated their levels of 
standing inventory. 



Recent Changes in Housing Prices - Annually: Case-Schiller Index 

The recenl changes in housing prices during the 1988-2007 time period, according to the Case Schiller 
Index, are shown on the following graph: 

Nole: Data for 2007 include infonnation ihrough November 2007; December 2007 has not yet been 
reported. 
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> During the 1998 to 2005 time period, when the housing market was robust, housing prices in 
San Diego County increased by a total of 228%, more than tripling, for a compounded rate of 
growih of some 14.7% per year, on the average, during these eight years. 

> In 2006, housing prices stabilized, with an increase of only 1.2% from their 2005 levels. 

r For 2007, based upon data through November 2007, housing prices decreased by 
approximately. -7.8% from their 2006 levels. 

Finally, il is worthwhile lo note lhat according to the DalaQuick Index, which already reported prices 
for December 2007, prices declined by more in December 2007 than in November 2007. 



Recent Changes in Housing Prices - Monthlv: Case-Schiller Index 

The above analysis of changes in housing price on a yearly basis represents changes for the cunent 
year as compared to the prior year, for all ofthe months in each year, on the average. However, due to 
the dramatic shifts that have recently occuned in the housing market, the changes in prices on a 
monthly basis may provide further insight on emerging trends. Accordingly, the changes in housing 
prices on a monthly basis during ihe 2006-2007 time period, according to the Case Schiller Index, are 
shown on the following graph: 

Nole: Monthly changes reflect price changes over the past 12 months, using the current month vs. the 
same month of the prior year. 

SAN DIEGO COUNTY: RECENTHOUSING PRICE CHANGES 
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During the January 2006 to November 2007 time period, the rales of changes in housing prices 
exhibited a generally declining trend, wilh the rale of decrease accelerating in recent monlhs: 

> Price rose by 5.9% in Januaiy 2006, as compared lo their level in Januaiy 2005. 

> Prices were virtually stable in July 2006, an increase of only 0.7%, as compared to July 2005. 

> Prices fell by -13.4% in November 2007, as compared lo November 2006. 

So. the analysis of prices on a monthly basis reveals that there have been substantial price declines 
during October and November 2007. some -11.1% to -13.4%), as compared to October and November 
2006, respectively. 



S E C T I O N II 

P R I C E T R E N D S / P A T T E R N S F O R H O M E S IN C F D N O . 3 

The analysis of the recent housing price trends/patterns for homes in CFD No. 3 starts with a 
discussion ofthe methodology, and then provides statistics on the recent housing price trends/patterns 
first for "smaller" sized homes and then for "larger" sized homes. 

Methodology Underlying the Formulation ofa Price Index 

For all ofthe home sales that have occurred in CFD No. 3, including the original sales as well as the 
resales, information was compiled on the following: 

> Sales Date 
> Sales Price 
> Size of Living Area 
> Product Types: Attached vs. Detached 

After making some adjustments for sales lhat did not have complete information, the number of sales 
amounted lo 332; of these, 239 were original saies and the other 93 were resales. 

Next, the sales were partitioned into two groups, in order lo remove price aberrations lhal may occur as 
a result of difference in product types, and these are as follows: 

> Attached Products; those lhat have relatively smaller living areas: 1,086 lo 1.593 sq.ft.; 94 
sales 

> Detached Products: those that have relatively larger living areas: 1,931 to 3.189 sq.ft.; 238 
sales 

Finally, to reduce price differences as a result of variations in the sizes of living areas, the value ratios 
for all ofthe homes were calculated, using the following formula: 

Value Ratio = Sales Price / Living Area 

The following analysis uses a trend line for gauging changes in housing prices, based upon their value 
ratios (prices divided by sizes of living areas) as well as their times of sale. However, actual sales 
prices also depend upon numerous other factors such as the specific locaiion of a home, interior 
improvemenls and landscaping enhancements, among many others. Empire does not have sufficient 
information lo incoiporate these other factors into its analysis, since such infonnation is not readily 
available from public records. 

Accordingly, the trend line represents changes for prices for homes, on a generalized basis, and, 
as such should not be used to measure price changes for specific homes, in particular. 



Price Trends for Attached Homes 

Based upon an analysis ofthe sales dates and value ratios for the 94 attached homes in CFD No. 3, the 
trend line reflects the following: 

> Prices increased from October 2003 to February 2007, with value ratios rising from some $305 
to some $486. 

> Prices reached a peak level in February-March 2007, wilh value ratios at some $486. 

> Since February-March 2007, prices have decreased slightly, wilh value raiios declining from 
$486 to $470. 
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Price Trends for Detached Homes 

Based upon an analysis ofthe sales dates and value raiios for the 238 detached homes in CFD No. 3, 
the trend line reflects the following: 

'> Prices increased from May 2003 lo June 2006, with value ratios rising from some $305 lo some 
$430. 

> Prices reached a peak level in June 2006, with value ratios of some $430. 

> Since June 2006. prices have decreased significantly, with value ratios declining from $430 to 
$370. 
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SECTION 111 

CFD RECENT RESALES: ASSESSED VALUES VS. RECENT SALES PRICES 

The CFD No. 3 Bond Offering uses Assessed Values as of January 1. 2007 as a representation ofthe value 
of ihe parcels wilhin the CFD. 

The various homes in the CFD were originally sold primarily during the 2003-2005 time period. During 
the 2003 through Summer 2006 lime period, San Diego County, as a whole, has experienced some 
significant increases in housing prices. However, since Summer 2006, and continuing through November 
2007, housing prices have declined somewhat from their recenl peak levels. 

Accordingly, the purpose of this seciion is lo "test" the Assessed Values for the homes in CFD No. 3 lhal 
have been resold during 2007. Specifically, for each of the homes lhal have been resold, infonnation is 
available on the following: 

> Recent Aclual Sales Prices, for homes sold during January 1, 2007 through December 31, 2007 
> Assessed Values (AVs) as of January 1, 2007, for these same homes 

Thus, a comparison of the Recent Sales Price and the Assessed Value for a home reveals whether the 
former is higher, similar or lower lhan the latter. 

> If the Recent Sales Price is higher than the Cun-ent AV as of January 1, 2007, (hen the revised AV 
as of January 1, 2008 is likely to be higher lhan (he Cun'eni AV. This is because the Assessors 
Office, in setting the new AV as of January 1, 2008, will consider Ihe recent, higher sales price. 

> However, ifthe Recenl Sales Price is lower than the Cunent AV as of January 1, 2007, then ihe 
revised AV as of Januaiy 1. 2008 is likely lo be lower than the Cuneni AV. This is because Ihe 
Assessors Office, in selling the new AV as of January 1, 2008, will consider the recenl, lower sales 
price. 

(Note: Some purchasers of homes qualify for reduced AVs due to their ability to iransfer the AV from iheir 
prior residences; the analysis herein identified two such situations where Ihe original AVs were 
significantly lower than the original purchase prices, and so these were excluded in the analysis.) 

Accordingly, Empire idenlified 19 homes that sold in CFD No. 3 during January - December 2007; Iheir 
Recent Sales Prices during 2007 and their Assessed Values as of January I, 2007 are as follows: 

> The Recenl Sales Prices of ihe homes amounted lo $907,711, on the average, and they had a range 
of $527,500 to $1,430,000. 

> The Assessed Values as of January 1, 2007 ofthe homes amounted lo $755,760, on the average, 
and they had a range of $381,662 lo $1,074,544. 

> So, the Recenl Sales Prices are higher lhan iheir AVs as of January 1, 2007 by some $151,951, or 
+20.1%, on the average. 

> Further detailed analysis ofthe 19 recent home sales revealed that 18 of them had Recenl Sales 
Prices lhal were higher their A V as of January ], 2007. However, for 1 sale, ihe Recenl Sales Price 
was lower than its AV as of January 1, 2007 by some -$35,523, or -4.3%. Finally, il is of inleresl lo 
note that this home was the last sale lhal occurred in 2007, on November 30. 2007. 

The result of Recent Sales Prices being higher than the AV as of January 1, 2007 by +20.1% should 
NOT be extrapolated to the AV of the remaining homes in CFD No. 3, since the specific 
characteristics ofthe homes sold during 2007 probably differs from those that did not sell - such as 
date of original sales, etc. 



CFD NO. 3: COMPARISON OF RECENT 2007 SALES PRICES AND 
ASSESSED VALUES AS OF JANUARY 1, 2007 
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PART II: MORTGAGE LOAN CHARACTERISTICS OF HOMEOWNERS 

OVERVIEW / EXECUTIVE SUMMARY 

The study focuses on two specific characteristics of the mortgage loans in CFD No. 3; first, a 
comparison of the mortgage loan to sales price ratios (ML-SP) and, secondly, the percentage of 
adjustable rate loans. 

> Section 1 below provides this information for all of the current homeowners for which such 
infonnation is available. 

> Section II provides this information for parcels that have been delinquent in the payment of 
their taxes and also for those parcels that have not been delinquent. 

As revealed by an analysis ofthe comparative calegories of ML-SP, those parcels with higher ML-SP 
tended lo have a higher rate of delinquency; furthennore, such parcels also had a higher percentage of 
adjustable rale loans as well. 

CFD NO. 3: MORTGAGE LOAN TO SALES PRICE RATIOS CATEGORIES 
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So, the proportion of homeowners lhal have been delinqueni in the payment of their special taxes 
represents some 16.7% of all ofthe homeowners. 

> For the highesl ML-SP categoiy, 31.8% of these homeowners have been delinquent, 
approximalely double the overall average. 

> By comparison, for the lowest ML-SP categoiy, only 10.2%) of those homeowners have been 
delinquent. 

Thus, the incidence of special tax delinquencies is approximately three limes higher for the 100% 
category as compared to the below 80% categoiy. 
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Description of Data Sources for Mortgage Loans and Special Tax Payments 

The credibility of the statistical analysis on the mortgage loan characteristics and tax delinquencies 
depends upon the accuracy/reliability ofthe data utilized. 

Sources of Data 

Accordingly. Empire Economics (Empire) compiled data on mortgage loan characteristics and tax 
delinquencies from a broad set of sources, in order lo maximize the accuracy/reliability ofthe data, and 
these included the following; 

"> McMillin Companies, the builder ofthe project, provided information on the original sales of 
the homes, specifically for those purchasers that had mortgage loans with their prefened 
lender; ofthe 349 homes, 195 used their preferred lender. The data piovided included the sales 
dates and the sales prices as well as the mortgage loan characteristics, such as Ihe ainount ofthe 
loan and the type ofthe mortgage structure, fixed or adjustable. 
195 homes with 6 types of data 

> First American Core Logic, a major provider of real estate data that Empire has utilized for 
more than ten years, was used to compile information on the mortgage loan characteristics for 
the homeowners, including original sales as well as resales. The data provided included the 
sales dates and the sales prices as well as the mortgage loan characteristics such as the amount 
ofthe loan and the type ofthe mortgage sti-ucture. fixed or adjustable, among other factors such 
as the sizes ofthe homes, etc. 
349 homes with 36 types of data 

> Real Quest, another major provider of real estate data that Empire has utilized for more than ten 
years, was also utilized to compile infonnation on the mortgage loan characteristics for the 
homeowners, including original sales as well as resales. Although the types of data were 
similar lo Firsl American, Empire was able to cross-check the data, and further refine the 
accuracy/reliability. 
349 homes wilh 35 types of data 

> Special Tax Administrator piovided infonnation on the features ofthe homes, such as the sizes 
of living area, and also the homes lhat have had Special Tax delinquencies. 
349 homes with 5 types of data 

> The City of San Diego provided infonnation on the special tax delinquencies that occurred 
during the 2003-2004 FY through 2006-2007 FY, for both the first and the second installmenis 
as well as for the 2007-2008 FY, the first installment; this information was provided to the City 
of San Diego by the San Diego County Assessor's Office. 

Considering the number of homes in CFD No. 3 along with the number of variables for which 
infonnation was compiled on each of them, the database conlained approximately 26,000 data cells, 

The data were compiled from the various sources during the mid to latter part of December 2007. 
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Consolidation of Databases 

Empire has spent significant time consolidating these databases, in order to arrive at the most 
accurate/reliable data set for the mortgage/tax analysis, and this included the following procedures: 

> The database from the Special Tax Administrator included, for each of the homes, their 
Assessor Parcel Numbers, or APNs. 

• These APNs were used to link the other databases which also had APNs, and this 
included First American Core Logic and Real Quest. 

However, for the McMillin database, APNs were not provided, and so, alternatively, 
street addresses and unit numbers were utilized for the linkages - a time consuming task 
since many homes had a similar street address which required the use ofthe unil number. 

After linking the various databases, the nexl step was to cross-check data and also maximize 
the amount of data: 

• The cross-checking involved comparing the data among the various databases for 
consistency, such as sales prices, sales dates, mortgage amounis and so forth. 

The maximizing process involved selecting data from the various databases to compile 
the mosl comprehensive data set. 

• For instance, the McMillin database, which covered 195 ofthe 349 homes, 
provided mortgage rate informaiion on most of these whereas the other 
databases were missing some mortgage data, and so the McMillin data was used 
to fill in some of these gaps. 

• On the other hand, the Firsl American and Real Quest databases had 
informaiion on homes lhat had resales, whereas McMillin had only original 
sales, and so the fonner were used to fill in such gaps. 

So, ihe result of this process was the formulation of a database that is comprehensive as well as 
accurate/reliable and, as such, provides a substantive foundation ofthe mortgage/tax analysis. 

Further information on the various databases, including full details on all on the parcels, are included 
in Appendix I and also Appendix II, filed under separate cover with the City of San Diego. 



SECTION I: 

MORTGAGE LOAN CHARACTERISTICS FOR 
ALL CURRENT HOMEOWNERS 

This section performs an analysis of the mortgage loan characteristics of the all of the current 
homeowners in CFD No. 3, using the most recent sales prices as well as the most recent mortgage loan 
characteristics. Consequently, for homes that have been resold, the following analysis uses the resale 
prices as well as the most recent mortgage loan characteristics. 

Number of Homes with Sufficient Data for Analvsis 

CFD No. 3 has a total of 349 housing units, and all of these have been constructed and sold to 
homeowners. 

With regards to selecting specific homes for the mortgage analysis, Empire's primary criteria was 
whether there was sufficient infonnation to calculate the Mortgage Loan to Sales Price Ratio (ML-SP), 
which requires the sales price of ihe home as well as the amount ofthe mortgage loan(s). 

Based upon a review ofthe data available for each ofthe homes in the database, the number of homes 
that had sufficient information for calculating the ML-SP amounted to 312 ofthe homeowners, or 89% 
of all the homes in the CFD. From a statistical perspective, this is regarded as being an excellent 
sample for performing the mortgage loan anaiysis for the homeowners in CFD No. 3. 

CFD NO. 3: TOTAL NUMBER OF HOMES AND 
HOMES WITH MORTGAGE DATA 
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For the remainder of this section, references to "all" homeowners refers to the 312 homeowners 
for which there are sufficient data to calculate their ML-SP. 
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Housing Prices and Mortgage Loan Amounts 

As a starting point for the analysis, it is useful to provide an overview ofthe components underlying 
the calculation of the ML-SP, the sales prices ofthe homes and mortgage loan amounts. 

The sales prices for alt of the homeowners, covering the entire 2002-2007 lime period during 
which the homes were purchased, amounis to $717,197, on the average. 

The mortgage loans for all ofthe homeowners, again covering the entire 2002-2007 time period 
during which the loans were originated, amounts to $515,042, on the average. 

CFD NO. 3: SALES PRICES AND MORTGAGE LOAN AMOUNTS 
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Mortgage Loan to Sales Price Ratios for Homeowners 

The Mortgage Loan to Sales Price Ratios (ML-SP) for the homeowners were calculated using the 
following formula: 

First and Second Loans 

Sales Price 

(Note: The data compiled from the various sources reports only the first and second loans on a parcel, 
and so additional loans are not included in this analysis; however, in general, such additional loans are 
not common occurrences.) 

Accordingly, for each of the ML-SP categories, the proportions of homeowners in the various 
calegories are as follows: 

100% ML-SP: 7% of all homeowners 

90-99% ML-SP: 22% of all homeowners 

80-89%) ML-SP: 30% of all homeowners 

Below-80% ML-SP: 41% of all homeowners 

CFD NO. 3: MORTGAGE LOAN TO SALES PRICE RATIOS 
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Types of Loans for Homeowners: Adjustable vs. Fixed 

The following analysis computes the types of mortgage loans for the households that had mortgage 
loans; ofthe 312 households, there were 299 lhat had mortgage loans, and the remaining 13 were cash 
purchasers. 

The types of mortgage loans that the homeowners utilize can generally be classified as either fixed 
(level payment and fully amortized) or adjustable (payments vary according to changes in interesl rates 
and also types of mortgage loan structures). Accordingly, these were compiled for all of the current 
homeowners, and these reflect the mortgage loans that were in place at the time ofthe purchase ofthe 
homes. 

Although it would be desirable to further classify the adjuslable mortgage loans by various categories, 
such as sub-prime, teaser rates, and option ARMs, among others, the public records do not provide 
sufficient infonnation to perfonn such classifications. 

The share of adjustable rate loans amounted to 79% for all ofthe homeowners, and the distribution by 
the ML-SP categories is as follows: 

100% ML-SP: 100% of all homeowners wilh adjustable rale loans. 

90-99% ML-SP: 93% of all homeowners wilh adjustable rate loans. 

80-89% ML-SP: 80% of all homeowners with adjustable rate loans. 

Below-80% ML-SP: 65% of all homeowners with adjuslable rate loans. 

CFD NO. 3: ML-SP RATIOS AND SHARES OF ADJUSTABLE LOANS ! 
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Recent Trends in Interest Rates for Adjustable Rate Loans for New/Existing Homes 

The above statistics reveal thai homeowners that have relatively high ML-SP ratios also lend to have 
adjustable rate mortgages as well. Accordingly, the purpose of this section is to discuss the recenl 
trends in interest rales for adjustable rate mortgages. 

Before proceeding, it is significant to nole that there are many types of adjustable rate mortgages, from 
those that may adjust on a montHly basis to others lhal adjust only after a designated number of years, 
such as 3, 5 or 10 years. So, the following analysis is not meant to imply lhat all ofthe homeowners 
that have adjustable rate mortgages have had certain changes in their levels of mortgage loan 
payments, but rather to provide an indication ofthe overall financial trends. 

Additionally, adjuslable loans may, over time, change to fixed rate loans, as the time period over 
which such loans are subject to rate adjustments switches to fixed rales; however, such data is not 
readily available from public records. 

To compare changes in the interest rates on one-year adjuslable mortgages, two time periods are 
selected; the rales on such mortgages were compiled from Freddie Mac, a major provider of statistics 
on mortgages loans. 

> Initial Purchase Interest Rates: This represents the 2003-2005 time period, when most ofthe 
homes in CFD No. 3 were initially sold to homeowners: during this time, adjustable rates 
averaged approximately 4.04%. 

> Recent Interest Rates: This represents the 2006 - 2007 lime period, during which adjuslable 
rates were relatively stable: during this time, adjustable rates averaged approximately 5.55%. 

MORTGAGE RATES-ADJUSTABLE RATE LOANS 
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So, considering the increase in the adjustable rates by approximately 1.51% between these two time 
period, those homeowners whose rate adjusted, on the average, would have 19% higher monthly 
paymenls as compared to their monthly paymeni during the 2003-2005 time period. As mentioned 
above, homeowners may have their rales fixed for a number of years, and in such cases, the 
adjustments to current market rales would not yet have occuired. 
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SECTION II: 

COMPARISON OF MORTGAGE LOAN CHARACTERISTICS: 
DELINQUENT VS. NON-DELINQUENT HOMEOWNERS 

This section performs an analysis of the mortgage loan characteristics of the property owners by two 
categories: delinquent and non-delinquent, with regards lo the payment of their Special Taxes; 
accordingly their characteristics are described below. 

Delinquent Homeowners: This group represents homeowners that were reported to have been 
delinquent in the paymeni of their Special Taxes for any ofthe 2003-2004 through 2007-2008 
fiscal years; such delinquencies include missing at least one tax payment, either the first and/or 
the second installment. 
(Note: For the 2007/2008 FY, only the first installment was utilized, since the second 
installment is not yet due.) 

For the homeowners in this group, the information on their mortgage characteristics 
reflect the loan amounts, loan types and interest rates that existed at the time of the 
delinquency. However, il is worthwhile to note lhat some of these properties were resold 
thereafler, and so their mortgage characteristics have changed, based upon the new 
homeowners. 

The City of San Diego provided Empire with infonnation that it obtained from the San Diego 
County Assessor Office, and this showed that as of Januaiy 4, 2008, there were six parcels lhat 
had outstanding delinquencies through the 2006/2007 FY (this excludes the first installment 
paymeni that were delinquent for the 2007/2008 FY.) 

Non-Delinquent Homeowners: This group represents homeowners that were reported to have 
made all of their Special Tax paymenls for the 2003-2004 through 2007-2008 fiscal years in a 
timely manner. 

Accordingly, the mortgage loan characteristics of the homeowners in these two groups are now 
discussed. 
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Number of Homes with Sufficient Data for Analvsis 

CFD No. 3 has a total of 349 housing units, and ail of these have been constructed and sold to 
homeowners. 

With regards to selecting specific homes for the mortgage analysis, Empire's primary criteria was 
whether there was sufficient infonnation to calculate the Mortgage Loan to Sales Price Ratio (ML-SP), 
which requires the sales price ofthe home as well as the amount ofthe mortgage loan(s). 

Within CFD No. 3. there were 58 homeowners/residences that have had Special Tax delinquencies 
during the 2003-2004 FY through 2006-2007 FY, for both the first and the second installmenis as well 
as for the 2007-2008 FY, the first installment. Furthermore, of these, 52 homeowners, or 90%, had 
sufficient data to calculate the ML-SP, and so these are utilized herein. 

So, for purposes ofthe following analysis, Empire calculates statistics for the following two groups: 

Homeowners with no Tax Delinquencies; 260 

Homeowners with Tax Delinquencies: 52 

CFD NO. 3: TOTAL NUMBER OF HOMES AND ALSO 
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For the remainder of this section, references to "non-delinquent" and "delinquent" homeowners 
refers to the 312 homeowners for which there are sufficient data to calculate their ML-SP. 
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Number of Homeowners with Tax Delinquencies 

The following statistics represent only those homeowners 
for which there was sufficient data lo calculate their ML-SP. 

Wilh regards lo the 52 homeowners in the delinquent group, they have had 74 occurrences of not 
paying their Special Taxes in a limely manner during the 2003-2004 FY through 2006-2007 FY, for 
both the first and the second installments as well as for the 2007-2008 FY, the first installment. 
Specifically, a delinquency occurs if a homeowner misses either the first or second installment, and 
this applies lo all ofthe fiscal years. 

> There was an increasing trend for Special Tax delinquencies, with occurrences rising from 4 for 
2003-2004 FY to 23 for the 2006-2007 FY; additionally, during this time period, there was 
a significant increase in the number of homeowners as well. 

> For the current 2007-2008 FY, delinquencies amounted to approximately 15, and this is for the 
first installment only. 

CFD NO. 3; TAX DELINQUENCIES- FISCAL YEARS 
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With regards to the number of Special Tax delinquencies, there were a total of 74 missed tax 
payments. 

To estimale the aggregate number of payments that the homeowners have made, Empire considered 
the foiiowing factors; 

> Wilh regards to the potential number of special tax payments that could be made, this includes 
four complele fiscal years, with two payments per year, and, additionally, for the current fiscal 
year, 2007-2008. the first installment payment. 

> Next, the mortgage analysis covers 312 of the 349 parcels, since there was nol sufficient 
mortgage infonnation available for the 37 remaining parcels. 

> Finally, although parcels are levied as developed property once a building pennit is issued, 
parcels are not ready for occupancy until the residences are constructed; Empire assumed that 
this process would take an additional twelve monlhs. 

Based upon a consideration of these factors, Empire has conservatively estimated that there were some 
1,250 tax payments for occupied homeowners/parcels during the 2003-2004 FY lo 2007-2008 FY (first 
installment). 
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Housing Prices and Mortgage Loan Amounts 

As a starting poinl for the analysis, it is useful to provide an overview ofthe components underlying 
the calculation of the ML-SP, the sales prices ofthe homes and mortgage loan amounts. 

> The sales prices for the homeowners in the non-delinquent group amouni lo $706,400 while 
prices for the homeowners in the delinquent group amount to $721,509, on the average. So, 
sales prices for the homeowners in the delinquent group are similar for the non-delinquent 
group, a difference of approximately +2.14%. 

> The mortgage loans for the homeowners in the non-delinquent group amouni lo $497,644 while 
mortgage loans for the homeowners in the delinquent group amount lo $602,205. So, mortgage 
loans for the homeowners in the delinquent group are significantly higher than for the 
homeowners in the non-delinquent group, by approximately +21.0%. 

Although the sales prices were generally similar for the delinquent and non-delinquenl homeowners, 
their mortgage amounts were substantially different, with the delinqueni group being significantly 
higher. 
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Mortgage Loan to Sales Price Ratios for Homeowners 

The Mortgage Loan to Sales Price Ratios (ML-SP) for the homeowners were calculated using the 
following formula: 

First and Second Mortgage Loans 

Sales Price 
(Note: The data compiled from the various sources reports only the first and second loans on a parcel, 
and so additional loans are not included in this analysis: however, in general, such additional loans are 
not common occunences.) 

Accordingly, for each of the ML-SP categories, the proportions of homeowners in the various 
categories are as follows: 

100%) ML-SP: 6% of non-delinquenl homeowners 
13% ofthe delinqueni homeowners 

90-99% ML-SP: 20% of non-delinquenl homeowners 
27% ofthe delinquent homeowners 

80-89% ML-SP: 30% of non-delinquent homeowners 
35% ofthe delinquent homeowners 

Below-80% ML-SP: 44% of non-delinquenl homeowners 
25% ofthe delinqueni homeowners 

So, for the homeowners that have been delinquent, they have a significantly higher proportion of ML-
SP in the higher groups (100%) and 90%-99%). as compared to the non-delinquent homeowners: 40% 
vs. 26%). On the other hand, for the homeowners lhat have not been delinquent, lhey have a much 
higher proportion in the lower ML-SP groups (80%-89% and Below-80%) as compared to the 
delinquent homeowners: 74% vs. 60%. 
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Types of Loans for Homeowners: Adjustable vs. Fixed 

The types of mortgage loans that the homeowners utilize can generally be classified as either fixed 
(level payment and fully amortized) or adjustable (payments vary according to changes in interest rates 
and also types of mortgage loan structures). Accordingly, these were compiled for the various groups 
of homeowners according to the ML-SP categories. 

Although it would be desirable to further classify the adjustable mortgage loans by various calegories, 
such as sub-prime, Teaser Rates, and Option ARMs, among others, the public records do not provide 
sufficient informaiion to perfonn such classifications. x 

The share of adjustable rate loans amounted to 77%, on the average, for the non-delinquent group and 
a much higher 84%), on the average, for the delinquent group. 

100%i ML-SP: 100% of non-delinquent homeowners have adjustable rates 
100% ofthe delinquent homeowners have adjustable rales 

90-99% ML-SP: 9\% of non-delinquent homeowners 
100% ofthe delinquent homeowners 

80-89%) ML-SP: 83% of non-delinquent homeowners 
69% ofthe delinquent homeowners 

Below-80% ML-SP: 64% of non-delinquent homeowners 
78% ofthe delinquent homeowners 

So, for the homeowners with the highesl ML-SP, 100%., all of the groups had adjustable rale loans, for 
bolh the delinquent as well as the non-delinquenl groups. For homeowners in the 90-99% ML-SP 
category, the proportion with adjustable loans was higher for the delinquent as compared to the non-
delinquent group. 

CFD NO. 3: ML-SP RATIOS AND SHARES OF ADJUSTABLE LOANS 
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Current Non-Delinquent Households with High ML-SP 

The above analysis has revealed that households which are delinquent on the payment of their Special 
Taxes typically have high ML-SP, due to their higher loan amounts as well as higher percentage of 
adjustable rate loans as compared to the mortgage loans ofthe non-delinquent group. 

As mentioned above, the analysis performed herein does not attempt to arrive at a prediction of 
future Notices of Default for mortgage loans or tax delinquencies for homeowners in CFD No. 3; 
its purpose is to describe the characteristics of the mortgage loans for the non-delinquent or 
delinquent homeowners. 

Accordingly, out of the 312 homeowners, there were 260 that were NOT delinquent on the paymeni of 
any of their Special Taxes during the 2003-2004 FY through 2007-2008 FY (first installment), the 
number that have relatively high ML-SP are as follows; 

100% ML-SP: 15 homeowners 

90-99% ML-SP: 52 homeowners 

CFD NO. 3: NON-DELINQUENT HOUSEHOLDS AND THEIR ML-SP RATIOS 
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PART III: ASSUMPTIONS AND LIMITING CONDITIONS 

The above analysis ofthe mortgage characteristics of homeowners is meant lo serve as a starting point 
to better understand the potential relationship between mortgage structures and tax delinquencies. 

With regards to potential future mortgage loan Noiices of Default and/or tax delinquencies, in general, 
as well as for CFD No. 3. in particular, these will be detennined by a complex set of financial and 
economic factors, with some of the mosl significant factors being as follows: 

> Future macroeconomic financial factors are difficult to predict: For instance, 
significantly lower levels of mortgage rates could benefit homeowners, especially 
those with adjustable rate mortgages; however, higher rates would, of course, have an 
adverse impact. 

The microeconomic financial resources of these homeowners can vary 
significantly: For instance, homeowners that have investments in financial securiiies 
or other real estate could utilize these to assist wilh making their mortgage paymenls; 
however, homeowners wilhout such allemalive resources could be challenged in 
keeping pace wilh escalating mortgage payments. 

The analysis performed herein does not attempt to arrive at a prediction of future Notices of 
Default for mortgage loans or tax delinquencies for homeowners in CFD No. 3; its purpose is to 
describe the characteristics ofthe mortgage loans for the homeowners. 
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FIRST AMENDMENT TO PURCHASE AND FINANCE AGREEMENT 

This FIRST AMENDMENT TO PURCHASE AND FINANCE AGREEMENT (the 
"Amendment") is entered into effective as ofthe day of , 2008, by and between the 
City of San Diego, a chartered city (the "City") and McMillin-NTC, LLC, a Delaware limited 
liability company (the "Developer"), and amends the terms of that certain Purchase and Finance 
Agreement, filed in the Office ofthe City Clerk on May 7, 2002, by and between the City and the 
Developer (the "Agreement"). 

R E C I T A L S : 

WHEREAS, the City and the Developer have previously entered into the Agreement with 
respect to the acquisition of certain public facilities by Community Facilities District No. 3 (Liberty 
Station) (the "District") from the Developer; and 

WHEREAS, Exhibit A to the Agreement provides a description ofthe public facilities lhat 
may be acquired by the District; and 

WHEREAS, the District has heretofore issued its Special Tax Bonds Series A of 2006 in the 
aggregate principal amount of $16,000,000 (the "2006 Bonds") to acquire certain ofthe public 
facilities listed in Exhibit A to the Agreement; and 

WHEREAS, the Dislrict intends to issue a second and final series of special tax bonds, 
known as the Special Tax Bonds Series A of 2008, in an aggregate principal amount not to exceed 
$4,250,000 (the "2008 Bonds"), lo acquire certain ofthe public facilities listed on Exhibit A to the 
Agreement; and 

WHEREAS, the parties desire to amend Exhibit A of the Agreement and replace it in its 
entirety with the Exhibit A attached hereto in order to change the priority ofthe Facilities that will be 
acquired with proceeds ofthe 2006 Bonds and the 2008 Bonds or from special tax proceeds and to 
specify a Facility that may be financed by the City with special tax proceeds; and 

WHEREAS, this Amendment will benefit taxpayers in the District in that it will allow for 
special taxes in the District to be levied at lower rates once the facilities described in Exhibit A 
hereto have been acquired. 

AGREEMENT 

NOW, THEREFORE, in consideration ofthe mutual promises and covenants set forth herein, 
the parties hereto agree as follows: 

1. Amendment of Exhibit A ofthe Agreement. 

Exhibit A to the Agreement is deleted in its entirety and replaced by Exhibit A 
attached hereto and incorporated by reference herein. 

DOCSOC/l 263278v8/022177-0104 
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I HEREBY APPROVE the form and legality of the foregoing First Amendment to Purchase 
and Finance Agreement this ' day of , 2008 

Michael J. Aguirre, City Attorney 

By: 
Name: Mark D. Blake 

Chief Deputy City Attorney 

DOCSOC/! 263278v8/022177-0104 
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PHASE I 
PARK 
FACILITIES'11 AND 
REMAINING 
PARK 
DEMOLITION 
AND ROUGH 
GRADING 
PHASE II 
PARK 
FACILITIES'3' 

ROSECRANS 
INTERSECTION 
AT NIMITZ 
BOULEVARD 

I.ANING/CUSHLNG 
DRIVE SIGNAL 
IMPROVEMENTS 

(1) Phase 1 park construction. 
(2) One half-width frontage street improvements to 
Farragut and Gushing required to serve the Park, 
including roadway, water, sewer, storm drain, dry 
utilities, curb, gutter and sidewalk. 
(3) Remaining costs of building demolition and rough 
grading costs nol financed as Priority.1 

(1) Phase 11 park construction. 
(2) One half-width frontage streei improvements to 
Farragut and Gushing required to serve the Park, 
including roadway, waler, sewer, storm drain, dry 
utilities, curb, gutter and sidewalk. 
(1) Two northbound, left-tum lanes from Rosecrans 
onto Nimitz Boulevard. 
(2) Two southbound left-tum lanes from Rosecrans 
onto Nimitz Boulevard. 
(3) Reconstruction of private improvements required 
by widening. 
(4) Right-of-way acquisition, if necessary. 
(5) Relocation and reconstruction of wet and dry 
utilities, street lighting, curb, gutter, sidewalk, 
medians, retaining walls and other incidental and 
appurtenant work. 
Traffir. signal at the intersection of Lar.in" and 
Gushing, and roadway utilities. 

Previously acquired. 

To be acquired. 

To be acquired. 

Xi-* K a r t r r m w a A 

(1) 

(2) 

O) 

The descriptions ofthe Facilities in this Exhibit A are preliminary. The final nature, extent, scope and location ofthe 
Facilities will be determined upon the preparation of final plans and specifications. The final plans and specifications may 
show modificaiions to the Facilities in order to accomplish the work or serve development within the District. 
The amount funded through the CFD for Park demolition and rough grading prior to completion of the Phase 1 Park 
improvements shall not exceed the lesser of (i) $1,000,000 or (ii) 50% ofthe total costs ofsuch Park demolition and rough 
grading. 
The Phase I and Phase 2 Park Facilities improvements may include without limitation precise grading, hardscape, 
landscaping and irrigation, active and passive recreation and play structures, picnic facilities, restrooms and other 
improvements required to be constructed by the Developer pursuant to the Park Agreement, the DDA, the general 
development plan for the Park and other local or State agency approvals required for the Park. Tbe phases of the Park 
Facilities shall consist of usable portions of the Park construcied pursuant to the Park Agreement and determined to be 
Substantially Complete pursuani to this Agreement. 

An aquatic center for the Park (the "Aquatic Center") in the approximate amount of $466,726 
may be financed by the Cily wilh special tax proceeds remaining each year after the payment of debt 
service on the 2006 Bonds and the 2008 Bonds. The Aquatic Center will not be constnacted by the 
Developer and if constructed the Cily will be responsible for the construction. If permitted by a 
future amendment to the NTC Park Agreement, special tax proceeds collected for the Aquatic Center 
shall be applied to the cost ofthe Phase 2 Park Facilities. 

The maximum amount to be paid to the Developer pursuant to this Agreement is $6,000,000 
for the acquisition ofthe Road Facilities and $14,779,800 for the acquisition ofthe Park Facilities. 
Once those maximum amounts have been paid to the Developer, for purposes of the Rate and 
Method of Apportionment of Special Taxes for Improvement Area No. 1 and Improvement Area 
No. 2 ofthe District, all Facilities shall be deemed to have been acquired. 

A-2 
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RESOLUTION NUMBER R-_ 

DATE OF FINAL PASSAGE 

RESOLUTION OF THE CITY COUNCIL OF THE CITY OF SAN 
DIEGO ACTING AS THE LEGISLATIVE BODY OF 
COMMUNITY FACILITIES DISTRICT NO. 3 (LIBERTY 
STATION) AUTHORIZING THE ISSUANCE OF ITS SPECIAL 
TAX BONDS SERIES A OF 2008 IN A PRINCIPAL AMOUNT 
NOT TO EXCEED FOUR MILLION TWO HUNDRED FIFTY 
THOUSAND DOLLARS ($4,250,000) AND APPROVING 
CERTAIN DOCUMENTS AND TAKING CERTAIN OTHER 
ACTIONS IN CONNECTION THEREWITH 

WHEREAS, the City Council ofthe City of San Diego, located in San Diego County, 

Caiifomia (hereinafter sometimes referred to as the "legislative body ofthe District"), has heretofore 

undertaken proceedings and declared the necessity of Community Facilities District No. 3 [Liberty 

Station] [Districi] to issue bonds pursuant to the terms and provisions ofthe Mello-Roos Community 

Facilities Act of 1982, as amended, being Chapter 2.5, Part 1, Division 2, Title 5 ofthe Government 

Code ofthe State of Caiifomia [Act]; and 

WHEREAS, pursuant to resolutions adopted by the legislative body ofthe District on 

June 25, 2002 [Resolutions], certain propositions to authorize the levy ofa special tax and the 

issuance of bonded indebtedness were submitted to the qualified electors within each of 

Improvement Area No. 1 and Improvement Area No. 2 in the District, and were approved by more 

than two-thirds ofthe votes cast at the election held within each Improvement Area on June 25, 

2002;and 

WHEREAS, based upon the Resolutions and the election, the District is authorized to issue 

bonds in one or more series, pursuant to the Act, in an aggregate principal amount not to exceed 

$30,000,000; and 

WHEREAS, the legislative body ofthe District has heretofore issued the first series of bonds 

in an aggregate principal amount of $16,000,000 [2006 Bonds] pursuant lo a Bond Indenture dated as 
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of June 1, 2006 between the District and Wells Fargo Bank, National Association [Bond Indenture]; 

and 

WHEREAS, the legislative body ofthe District desires to: (i) establish a process for waiving 

certain restrictions on the transferability ofthe 2006 Bonds contained in the Bond Indenture as set 

forth in the First Supplemental Bond Indenture (defined herein), (ii) issue a second series of bonds 

under the Act to finance certain public facilities which the District is authorized to finance, and 

(iii) limil the issuance of any additional bonds ofthe District in the future to refunding bonds only; 

and 

WHEREAS, the District desires to accomplish the financing of certain public facilities 

through the issuance of bonds in an aggregate principal amount not to exceed $4,250,000 designated 

as the "Commimity Facilities District No. 3 (Liberty Station) Special Tax Bonds Series A of 2008" 

[Bonds]; and 

WHEREAS, in order to effect the issuance ofthe Bonds, the legislative body ofthe District 

desires to approve the forms of and authorize the execution and delivery of a First Supplemental 

Bond Indenture, a Bond Purchase Agreement, a Continuing Disclosure Certificate ofthe District and 

a Preliminary Official Statement, the forms of which are on file with the City Clerk as Document 

Numbers , , and ; and 

WHEREAS, on the basis of certain information set forth in the Report to City Councii 

regarding the proposed issuance ofthe Bonds, the legislative body ofthe District has determined in 

accordance with Govemment Code Section 53360.4 that a negotiated sale ofthe Bonds to Stone & 

Youngberg LLC and E.J. De La Rosa & Co., Inc., as underwriters [Underwriters], in accordance with 

the terms ofthe Bond Purchase Agreement to be entered into by the District and the Underwriters 

[Bond Purchase Agreement] will result in a lower overall cost to the District than a sale ofthe Bonds 

on sealed proposals to the highest bidder as described in Govemment Code Section 53360; and 
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WHEREAS, the legislative body ofthe District has determined that it is prudent in the 

management of its fiscal affairs to issue the Bonds; and 

WHEREAS,-the aggregate assessed value ofthe real property in the District subject to the 

special lax to pay debt service on the Bonds based on the full cash value ofthe property within the 

District as shown on the most recent ad valorem assessment roll for property within the District is 

more than four times the principal amount ofthe Bonds and the principal amount of all other bonds 

outstanding that are secured by a special tax levied pursuant to the Act or a special assessment levied 

on property within the District, which assessed value exceeds the minimum value required by the Act 

for the issuance ofthe Bonds; and 

WHEREAS, Council Policy No. 800-03 ofthe City of San Diego [City] as it existed at the 

time of formation ofthe District [Council Policy No. 800-03] requires that, where the value-to-lien 

ralio ofa lot or lots is less than 3 to 1, credit enhancements must be provided lo the satisfaction ofthe 

City; and 

WHEREAS, given that the assessed value-lo-lien ratios of one parcel in the District is 

currently less than 3 to 1, the legislative body ofthe District desires to provide that the Bonds will be 

issued only following the certification of an Authorized Officer (as defined in Section 3 below) that 

the value-to-lien provisions of Council Policy No. 800-03 have been satisfied for all parcels in the 

District upon which special taxes are expected to be levied to repay the Bonds; and 

WHEREAS, Ordinance O-19320 authorizes the Disclosure Practices Working Group 

[DPWG] to evaluate for accuracy the City's disclosure documents; and 

WHEREAS, Ordinance O-19320 is codified into Section 22.4107 ofthe San Diego 

Municipal Code; and 

WHEREAS, on February 19 and 20, 2008 the DPWG reviewed and approved the 

Preliminary Official Statement in connection with the District and the Bonds in accordance with the 

San Diego Municipal Code; NOW THEREFORE, 
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BE IT RESOLVED, the City Council ofthe City of San Diego acting as the legislative body 

of Community Facilities Districi No. 3 (Liberty Station) does hereby resolve, order and determine as 

follows: 

SECTION 1. Each of the above recitals is true and correct and is adopted by the legislative 

body ofthe District. 

SECTION 2. The District is authorized pursuant to the Act to issue the Bonds for the 

purpose of financing public facilities which the Dislrict is authorized to finance. 

SECTION 3. The issuance ofthe Bonds in a principal amount not to exceed $4,250,000 is 

hereby authorized with the exact principal amount ofthe Bonds to be determined by the official 

signing the Bond Purchase Agreement in accordance with Section 6 below. The legislative body of 

the District hereby determines that it is prudent in the management of its fiscal affairs to issue the 

Bonds. The Bonds shall mature on the dates and pay interest at the rates set forth in the Bond 

Purchase Agreement to be executed on behalf of the District in accordance with Section 6 hereof. 

The Bonds shall be governed by the terms and conditions ofthe Bond Indenture as amended and 

supplemented by a First Supplemental Bond Indenture [First Supplement] and as amended 

[Indenture]. The First Supplement shall be prepared by Bond Counsel to the District and executed by 

any one ofthe Mayor, the Chief Operating Officer ofthe City or the Chief Financial Officer ofthe 

City or the written designee of one ofthe foregoing collectively [Authorized Officers] substantially 

in the form presented at this meeting, with such additions thereto and changes therein as the officer 

or officers executing the same deem necessary to cure any ambiguity or defect therein, lo insert the 

offering price(s); interest rate(s), selling compensation, principal amount per maturity, redemption 

dates and prices and such other related terms and provisions as limited by Section 6 hereof, or to 

conform any provisions therein lo the Bond Purchase Agreement. Approval ofsuch changes shall be 

conclusively evidenced by the execution and delivery ofthe First Supplement by any one ofthe 
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Authorized Officers. Capitalized terms used in this Resolution which are not defined herein have the 

meanings ascribed to them in the Indenture. 

The legislative body ofthe District hereby authorizes the provisions ofthe second 

paragraph of Section 2.9 ofthe Bond Indenture to be waived in accordance with the procedures 

set forth in Section 5.1 ofthe First Supplement. 

SECTION 4. The Bonds shall be executed on behalf of the District by the manual or 

facsimile signature ofthe President ofthe legislative body ofthe District and the seal ofthe District 

or the City, or a facsimile thereof, may be impressed or imprinted thereon and the signature ofthe 

President ofthe legislative body ofthe District shall be attested to with the manual or facsimile 

signature ofthe City Clerk or Deputy City Clerk. 

SECTION 5. The Underwriiers are hereby appointed for purposes of offering the Bonds for 

sale in accordance with the provisions ofthe Bond Purchase Agreement and the Indenture. The form 

ofthe Bond Purchase Agreement presented at this meeting is hereby approved and any one ofthe 

Authorized Officers is hereby authorized to execute the Bond Purchase Agreemenl, with such 

additions therelo and changes therein relating to dates and numbers as are necessary to conform the 

Bond Purchase Agreement to the dates, amounts and interest rates applicable to the Bonds as ofthe 

sale date. Approval ofsuch additions and changes shall be conclusively evidenced by the execution 

and delivery ofthe Bond Purchase Agreement; provided, however, that the Bond Purchase 

Agreement shall be signed and the Bonds shall be issued only if (1) the true interest cost for the Bond 

does not exceed 7.75% per annum, (2) the discount paid lo the Underwriters (exclusive of original 

issue discount) does not exceed 2.50% ofthe principal amount ofthe Bonds, and (3) an Authorized 

Officer has certified, in wriling, that the requirements of Council Policy No. 800-03 regarding value-

to-lien ratios have been satisfied for all parcels in the District upon which special taxes are expected 

to be levied to repay the Bonds either because (a) the value-td-lien ratio for a lot or a group of lots 
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owned by a single owner is above 3 to 1 based on the assessed values obtained from the County of 

San Diego Assessor's Office, or (b) as to lots for which the value-to-lien ratio is less than 3 to 1, a 

letter of credit satisfying the requirements ofthe First Implementation Agreement between the 

Redevelopment Agency ofthe City of San Diego [Agency] and McMillin NTC, LLC [McMillin] has 

been provided to the Agency by McMillin and will remain in effect as lo such lot or lots until such 

time as an Authorized Officer determines that the value-to-lien ratio for such lot or lots is at least 3 

t o l . 

Each ofthe Authorized Officers is authorized to determine the day on which the Bonds are to 

be priced in order lo attempt to produce the lowest borrowing cost for the Districi and may reject any 

terms presented by the Underwriters if determined not to be in the best interest ofthe District. 

SECTION 6. The form ofthe Continuing Disclosure Certificate ofthe District presented at 

this meeting is hereby approved and any ofthe Authorized Officers is hereby authorized to execute 

the Continuing Disclosure Certificate ofthe District, with such additions thereto and changes therein 

as such Authorized Officers deem necessary and appropriate. 

SECTION 7. The form ofthe Preliminary Official Statement presented at this meeting is 

hereby approved and the Underwriters are hereby authorized to distribute the Preliminary Official 

Statement to prospective purchasers ofthe Bonds in the form hereby approved, together with such 

additions thereto and changes therein as are determined necessary by the Authorized Representatives, 

or their written designees, to make such Preliminary Official Statement final as of its date for 

purposes of Rule 15c2-12 ofthe Securities and Exchange Commission, including but not limited to, 

such additional changes as are necessary to make all information therein accurate and not misleading. 

The Authorized Representatives, and their written designees, are each hereby authorized to execute a 

final Official Statement in the form ofthe Preliminary Official Statement, together with such changes 

as are determined necessary by such Authorized Representative to make such Official Statement 

complete and accurate as of its date. The Underwriters are further authorized to distribute the final 
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Official Statement for the Bonds and any supplement thereto to the purchasers thereof upon its 

execution as described above. 

SECTION 8. In accordance with the requirements of Section 53345.8 ofthe Act, the 

legislative body ofthe District hereby determines that the aggregate value ofthe real property in the 

District subject to the special tax to pay debt service on the Bonds is at least three times the principal 

amount ofthe Bonds and the principal amount of all other bonds outstanding that are secured by a 

special tax levied pursuant to the Act or a special assessment levied on property within the District. 

This determination is based on the full cash value of property within the District as shown on the 

most recent ad valorem assessment roll for property within the District. 

SECTION 9. Each ofthe Authorized Officers is authorized to provide for all services 

necessary to effect the issuance ofthe Bonds. Such services shall include, but not be limited to, 

obtaining legal services, trustee services, consultant services and any other services deemed 

appropriate by an Authorized Officer. Any one ofthe Authorized Officers is authorized to pay for 

the cost ofsuch services, together with other Costs of Issuance (as defined in the Indenture) from 

Bond proceeds. Without further approval ofthe legislative body ofthe District, the total amount 

disbursed by the Authorized Officers for Costs of Issuance ofthe Bonds, exclusive ofthe 

Underwriters' discount, shall not exceed 9.80% ofthe principal amount ofthe Bonds. 

-Page 7 of 8-



000912 (R-2008-719) 

SECTION 10. The Mayor or his designee and the other Authorized Officers responsible for 

the fiscal affairs ofthe District are hereby authorized and directed to take any actions and execute 

and deliver any and all documents as are necessary to accomplish the issuance, sale and delivery of 

the Bonds in accordance with the provisions of this Resolution and the fulfillment ofthe purposes of 

the Bonds as described in the Indenture. Any document authorized herein to be signed by the City 

Clerk may be signed by a duly appointed Deputy City Clerk. 

APPROVED: MICHAEDlJ. AGUIRRE, City Attorney 

^Uktk D. B^ake 
Chief Deputy City Attorney 

MDB:jdf 
02/22/08 
Or.Dept:Debl Management 
R-2008-719 

I hereby certify that the foregoing Resolution was passed by the Council ofthe City of San Diego, at 
this meeting of t 

ELIZABETH S. MALAND 
City Clerk 

By 
Deputy Gity Clerk 

Approved: 

Vetoed: 

(date) 

(date) 

JERRY SANDERS, Mayor 

JERRY SANDERS, Mayor 
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RESOLUTION NUMBER R-_ 

DATE OF FINAL PASSAGE 

RESOLUTION OF THE CITY COUNCIL OF THE CITY OF 
SAN DIEGO APPROVING A FIRST AMENDMENT TO 
PURCHASE AND FINANCE AGREEMENT FOR 
COMMUNITY FACILITIES DISTRICT NO. 3 (LIBERTY 
STATION) 

WHEREAS, the City Council of City of San Diego [City Council] has heretofore adopted 

Resolution No. R-296472 on May 7, 2002, stating its intention to form Community Facilities 

District No. 3 (Liberty Station) [District] and approving a Purchase and Finance Agreement 

between the City of Diego [City] and McMillin-NTC, LLC, a Delaware limited liability 

company [Developer] with respect to the facilities to be acquired by the District from the 

Developer; and 

WHEREAS, the Purchase and Finance Agreement was filed in the Office ofthe City 

Clerk as document No. RR-29642, as supplemented by letter agreement form the City dated 

June 11, 2004 [Agreement]; and 

WHEREAS, Exhibit A to the Agreement provides a description ofthe public facilities 

that may be acquired by the District, which was modified, in part, by letter agreement from the 

City dated June 11, 2004; and 

WHEREAS, in order to permit future reductions in the amount of special taxes to be 

levied within the District, the City and the Developer desire to amend the Agreement by entering 

into a First Amendment to Purchase and Finance Agreement [Amendment] to amend the list of 

public facilities that may be acquired by the District by replacing Exhibit A to the Agreement in 

its entirety with Exhibit A to the Amendment; and 
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WHEREAS, the form ofthe Amendment has been presented to this City Council and is 

on file with the City Clerk as Document No. ; and 

WHEREAS, the District has heretofore issued its Special Tax Bonds Series A of 2006 in 

-the aggregate principal amount of $16,000,000 [2006 Bonds] to acquire a number of the public 

facilities listed in Exhibit A to the Agreement; and 

WHEREAS, the District intends to issue a second and final series of special tax bonds, to 

be designated as the "Special Tax Bonds Series A of 2008" in an aggregate principal amount not 

to exceed $4,250,000 [2008 Bonds], to acquire certain public facilities listed on Exhibit A to the 

Agreement not previously financed with proceeds ofthe 2006 Bonds and special tax proceeds of 

the District; and 

WHEREAS, the qualified voters of Improvement Area No. 1 and Improvement Area 

No. 2 have heretofore approved the rate and method of apportionment of special taxes for 

Improvement Area No. 1 and the rate and method of apportionment of special taxes for 

Improvement Area No. 2 [Rate and Method] at elections held on June 25, 2002, the results of 

which were certified by the City Council as Resolution No. R-296743; and 

WHEREAS, each Rate and Method provides that the City Council may, in any fiscal 

year, levy proportionately less than 100 per cent f the assigned special tax under each Rate and 

Method when (1) the City Council is no longer required to levy a special tax pursuant the method 

of apportionment in the Rate and Method, (2) all authorized bonds ofthe District have been 

issued or the City Council has covenanted not to issue other parity bonds (other than refunding 

bonds), and (3) all facilities identified in the Agreement have been acquired [Reduction Test]; 

and 
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WHEREAS, the Amendment will amend Exhibit A to the Agreement to provide a description of 

the aquatic center that may be financed by the District with special tax proceeds and to provide 

that part (3) ofthe Reduction Test will be satisfied upon disbursement to the Developer ofthe 

maximum amount specified in the Amendment; NOW, THEREFORE, 

BE IT RESOLVED, by the Council ofthe City of San Diego, as follows: 

1. The above recitals are true and correct. 

2. The Amendment, a copy of which is on file with the City Clerk as document 

No. , is hereby approved. Any one ofthe Mayor, the Chief Operating Officer ofthe 

City or the Chief Financial Officer ofthe City or the written designee of one ofthe foregoing 

[Authorized Officers] shall have the authority to execute the Amendment in substantially the 

form presented at this meeting, with such audi Lions LhcrcLo and changes Lhereui as ihc officer Or 

officers executing the same deem necessary to cure any ambiguity or defect therein if such 

addition or change does not materially alter the substance or content thereof. Approval of such 

changes shall be conclusively evidenced by the execution and delivery ofthe Amendment by any 

one ofthe Authorized Officers. 

3. Other than the amendment of Exhibit A as provided in the Amendment, no other 

provision ofthe Agreement shall be amended and the Agreement shall remain in full force and 

effect. 

4. This Resolution shall be effective upon its adoption. 

APPRO\t£D: MICHAEi J. AGUIRRE, City Attorney 

By 
Mark Blake 
Chief Deputy City Attorney 
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MB:jb 
02/26/2008 
Or.DeptDebt Mgmt. 
R-2008-724 

I hereby certify that the foregoing Resolution was passed by the Council ofthe City of 
San Diego, at this meeting of . 

ELIZABETH S. MALAND 
City Clerk 

By 
Deputy City Clerk 

Approved: 
(date) JERRY SANDERS, Mayor 

Vetoed: 
(date) JERRY SANDERS, Mayor 
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